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Exceeded $1 Billion in revenue ($1.084 Billion).
Generated $43 million in levered free cash flow.
Grew Modifigd EBITDA 19%.

Time Warner{Telecom’s fiber connects more
commercial buildings to local metro networks
than any other non-incumbent carrier in the U.S.
:>— More than 8] % of our customers say they are

“extremely willing” to recommend Time Warner More than 25,000 route miles of fiber and a
Telecom seryices to a prospect. 10 Gbps IP backbone.

O— Approximately 900,000 targeted businesses
within one mile of Time Warner Telecom
fiber network.

O— 75 markets served; two diverse National
Operations Centers,
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DOCUM'ENTS INCORPORATED BY REFEiIENCE

Certain information required in Part III of this Annual Report on Form 10-K is incorporated herein
by reference to our definitive proxy statement for the 2008 Annual Meeting of our stockholders, which we
will file with the U.S. Securities and Exchange Commission on or before April 29, 2008.

CAUTION REGARDING FORWARD-LOOKING STATEMENTS

This document contains certain “forward-looking statements,” within the meaning of the Private Securities
Litigation Reform Act of 1995, including statements regarding, among other items, our expected financial
position, expected capital expenditures, expected integration costs, integration plans, activities and results,
expected revenue mix, expected margins, expected branding costs, expected cost synergies, growth or stability
from particular customer segments, building penetration plans, the effects of consolidation in the
telecommunications industry, customer disconnections, Modified EBITDA trends, expected network expansion
and grooming, business, and financing plans. These forward- looking stalements are based on management’s
current expectations and are naturally subject to risks, uncertainties, and changes in circumstances, certain of
which are beyond our control. Actual results may differ materially from those expressed or implied by such
forward-looking statements.

The words “believe,” “plan,” “target,” “expect,” “intend,” and “anticipate,” and expressions of similar
substance identify forward-looking statements. Although we believe that the expectations reflected in such
forward-looking statements are reasonable, we can give no assurance that those expectations will prove to be
correct. Important factors that could cause actual results to differ materially from the expectations described in
this report are set forth under “Risk Factors™ in Item 1A. and elsewhere in this report. Readers are cautioned not
to place undue reliance on these forward-looking statements, which speak only as of their dates. We undertake no
obligation to publicly update or revise any forward-looking statements, whether as a result of new information,
future events, or otherwise.

TELECOMMUNICATIONS DEFINITIONS

In order to assist the reader in understanding certain terms relating to the telecommunications business that
are used in this report, a glossary is inctuded following Part 111.




PART 1

Item 1.  Fusiness
. ’ 9

Overview

ar

Time V/amer Telecom Inc. {the “Company”) is a leading national provider of managed network services,
specializing in Ethernet and transport data networking, Internet access, local and long distance voice, voice over
Internet protocol (“VolP”) and network security services 10 enterprise organizations and communications
services companies throughout the U.S. Our customers include, among others, enterprise organizations in the
distribution, health care, finance, and manufacturing industries, state, local and federal government entities, and
long distance carriers, incumbent local exchange carriers (“ILECs™). competitive local exchange carriers
("CLECs”). wireless communications companies, and [nternet service providers (“ISPs™)., Through our
subsidiaries, we operate in 75 U.S. metropolitan markets. As of December 31, 2007, our fiber networks covered
25,753 toute miles, directly connecting 8,355 buildings served entirely by our facilitics (“on-net™), We continue
to expand our footprint within our existing markets by connecting our network into additional buildings. We
substantially expanded our footprint in 2006 through the acquisition of Xspedius Communications, LLC
(“Xspedius”), which added network in 31 additional metropolitan markets. We also have continued to expand our
Internet Protocol, or “IP”, backbone data networking capability between markels supporting end-to-end Ethernet
and Virtual Private Network (“VPN") connections for customers, and have selectively interconnected existing
service areas within regional clusters with fiber optic facilities that we own or lease. In addition, we provide
inter-city switched services between our markets that offer our customers a virtual presence in a remote city,

From our formation until September 26, 2006, we had two classes of common stock outstanding, Class A
common stozk with one vote per share and Class B common stock with ten votes per share. Each share of Class
B common stock was convertible, at the option of the holder, into one share of Class A common stock. The Class
B common stock was collectively owned directly or indirectly by Time Warner Inc. (“Time Warner”), Advance
Telecom Holdings Corporation and Newhouse Telecom Holdings Corporation, (*Advance/Newhouse™)
(collectively, the “Class B Stockholders™). On March 29, 2006 and Sepiember 26, 2006, the Class B
Stockholder: completed underwritten offerings of 22.3 million shares and 43.5 million shares, respectively, of
our Class A common stock, which were converted from shares of Class B common stock 1o shares of Class A
common stcck immediately prior to the offerings. In connection with the closing of the September 26, 2006
offering, Advance/Newhouse converted all of its remaining shares of Class B common stock that were not sold in
the offering to shares of Class A common stock. As a result, we have not had shares of Class B common stock
outstanding since September 26, 2006. We did not receive any proceeds from the offerings nor did our total
shares outstanding change as a result of the offerings. In June 2007, our stockholders approved an amendment to
our Restated Certificate of Incorporation, which eliminated references to Class A and Class B common stock. As
a result, no shares of Class B common stock were authorized as of December 31, 2007 and Class A common
stock authorized and outstanding as of December 31, 2006 is classified as common stock.

We were organized as a Delaware limited liability company in 1998 and converted to a Delaware
corporation in 1999, Our principal executive offices are located at 10475 Park Meadows Drive, Littleion,
Colorado £0124, and our telephone number is (303) 566-10000. Our Internet address is hup://
www. twitelecom.com. The information contained on our website is not part of, nor is it incorporated by reference
into, this Amual Report on Form 10-K. We make available free of charge through our website our Annual
Report on Form 10-K, quarterly reports on Form 10-Q), and current reports on Form &-K, and amendments to
these reporti, as soon as reasonably practicable after we electronically file such material with, or furnish such
material to, the Securities and Exchange Commission. In addition, we have posted, and intend to disclose on our
website any amendments to or waivers from, our Code of Ethics applicable to our principal executive officer,
principal financial officer, chief accounting officer, controller and treasurer and other persons performing similar
functions within five business days following the date of such amendment or waiver.




On October 31, 2006, we acquired Xspedius through a merger with our wholly owned subsidiary in which
we ultimately paid $211.5 million in cash, after giving effect to resolution of a $4.5 million working capital
adjustment, and issued 18.2 million shares of our common stock to the members of Xspedius, Xspedius was a
facilities-based provider of integrated communications services primarily to enterprise businesses and carriers.
Xspedius provided a comprehensive suite of high quality services, including metro Ethernet, local and long
distance voice, data and dedicated Internet access services, in 43 markets (including 12 markets that we already
served) across 19 states and the District of Columbia. The acquisition increased the number of markets we serve
from 44 to 75, and further expands our network reach and market density for serving multi-city and multi-
location enterprise customers. We have and expect to continue to realize cost synergies and efficiencies by
integrating Xspedius® operations with ours. We have made substantial progress toward the integration of the
acquired operations with ours as of December 31, 2007, The remaining integration work will consist primarily of
network optimization and grooming to reduce the volume and costs of off-network services in the acquired
operations, network enhancements and equipment to enable the deployment of our advanced services in certain
additional acquired markets, and process refinement to optimize the integrated systems and organization (see
Item 1A “Risk Factors — We may not realize all of the anticipated benefits from the Xspedius acquisition”).

Business Strategy

Our primary objective is to be the leading provider of high quality managed data and telecommunications
services in each of our service areas, on a national basis, principally utilizing our fiber facilities and our national
multipurpose IP backbone network to offer high value voice, data, Internet, and dedicated services to become the
carrier of choice for business enterprises, governmental agencies, and other carriers. By delivering to our
customers a suite of scalable and integrated network solutions, we can meet the specific network management
needs of those customers, location by location across the United States, and create efficiencies for the customer
through the management of their disparate networks and services. The key elements of our business strategy
include the following: '

Leverage Existing Fiber Networks. We have built, licensed or acquired local and regional fiber networks to
serve metropolitan geographic locations where management believes there are large numbers of potential
customers. Our network architecture reflects a convergence of:

+  Private line services — for dedicated high bandwidth metropolitan connectivity scalable to 10 gigabits
per second (“Gbps™);

«  Traditional circuit switched (primarily using Time Division Multiplexing or “TDM”) technology, as
used in the traditional public switched telephone network (“PSTN™);

« IP technology with high availability, quality of service, redundancy and diversity maintained
throughout the network; and

+ FEthernet technology for scalable metropolitan and inter-city data network connectivity up to 10 Gbps.
We provide multi-site and -city solutions through our fully managed, nationwide IP backbone network with

capacity ranging up to 10 Gbps on any particular link, depending on the specific route. We believe that our
extensive network expertise and capacity allows us to:

» emphasize our fiber facilities-based services integrated with the TP backbone, which allows us to
realize higher gross margins than carriers that do not operate their own fiber facilities;

« focus on metro areas with a national reach, providing multi-locational and multi-city end-to-end
solutions;

« provide a truly diverse network and choice to customers seeking further network diversity after the
reduction of choice as a result of consolidation among wireline carriers; and

« design and deliver scalable and efficient solutions that allow our customers’ business applications to
operate more effectively in their network environment.
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Pursue Selected Opportunities to Expand Our Network Reach. As local market opportunities grow, we
continue to extend our network in our present markets in order to reach additional office buildings and business
parks direc’ly with our fiber facilities. In 2007, we extended our fiber network by approximately 1,100 route
miles and into approximately 900 additional buildings in our markets. In addition, we have deployed
technologies such as dense wave division multiplexing (“DWDM”} to provide additional bandwidth and higher
speed without the need to add additional fiber capacity. We may expand our networks into additional markets
beyond the 75 markets in which we already operate if we find attractive opportunities to do so organically or
through accuisitions. We also provide services to locations outside our current market areas through our IP
backbone and the use of leased facilities.

Focus Our Service Offerings on Meeting the Sophisticated Data Needs of Our Customers. We continue to
place significant focus on serving the growing demand for high-speed, high-quality enhanced data networking
services such as our Ethernet and I[P business-to-business VPN services, our Internet-based services, and
converged voice and data bundles. Our suite of Ethernet services are the foundation for customer networks,
which prov.de multipoint connectivity for customers within and between given metropolitan areas. To further
expand our nulti-site and multi-city capabilities, in 2007, we:

«  Enhanced our [P VPN service offering to include Class of Service functionality allowing our customers
th2 ability to prioritize and differentiate various traffic types (e.g. voice vs. Internet), thereby managing
m ssion critical business applications across the network more effectively, and

= Continued to design more flexible and integrated solutions delivering VPN services across the
enterprise network, combined with scalable fiber based Ethernet connectivity at high volume locations,
in:luding Internet access, for a total solution.

We also provide a broad range of switched voice services throughout our service area. We utilize high-
capacity digital end office switches that enable us to offer both local and toll services to our customers. Further,
we have deployed digital switching equipment that uses packet access capability to combine Internet access in a
bundle with voice and enable a dynamic bandwidth allocation feature which allows the customer to increase its
use of voicz or Internet bandwidth on demand, based upon its telecommunications usage and needs. Our
customers can utilize our carrier grade VolP network and product suite without costly upgrades to their voice
premise equipment. This approach also enables multi-location organizations o experience a consistent user
experience rzgardless of the equipment they maintain at each location and enables a variety of voice applications
inside the network.

VolP nztwork elements are collectively smaller and more cost effective than traditional PSTN end office
switches. Our local voice markets are interconnected using a private, VolP enabled, 1P backbone. This network
allows us to manage all site-to-site, or “on-net” calls, between customer locations, which reduces our costs. In
addition, the distributed voice/VoIP architecture supports complex disaster recovery services for customers with
mission criti zal voice requirements,

Continve to Diversify Our Customer Base. Our sales strategy targets business enterprises and government
entitics as well as other carriers. We have sought to broaden our revenue base through an increased focus on
enterprise customers and government customers, while continuing to focus on select naticnal and regional
carriers. To achieve revenue growth from end user customers, we target potential new and existing enterprise
customers wilizing both local market and national sales groups. We have expanded our sales force with hires
strategically targeted at particular customer segments, We are also expanding the types of services we offer to
our carrier ciustomers in order to create new revenue opportunities from that customer base.

Continue Disciplined Expenditure Program. Our approach for adding customers is designed to maximize
revenue growth while maintaining attractive rates of return on capital invested to connect customers directly to
our network:. Our strategy of primarily using our fiber facilities-based services, rather than reselling network
capacity of cther providers, requires that we make significant capital investments to reach some new customers.
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We invest selectively in growth prospects that often require that we install fiber in buildings, purchase
electronics. construct fiber distribution rings. and invest in product expansion. We also seek to increase operating
efficiencies by investing selectively in strategic enhancements to our back office and network management
systems. We have a disciplined approach to capital and operating expenditures. Our capital expenditure program
requires that prior 1o making expenditures on a project, the project must be evaluated against certain financial
criteria such as projected minimum recurring revenue, cash flow margins, and rate of return. Capital expenditures
in 2007 were $259.5 million, including investment for the integration of Xspedius of $30.1 million, compared to
$192.7 million in 2006. Our success-based capital spending increased to $202.8 million in 2007, or 88% of
capital expenditures excluding integration spending for the year, from $168 million, or 87%, in 2006, as a result
of our growth. Success-based capital spending consists of short-to-medium term capital expenditures made
primarily to enable revenue producing activities. including costs to connect to new customer locations with our
fiber network and increase capacity to our networks, 1P backbone and central office infrastructure to serve
growing customer demands. We expect our capital expenditures in 2008 to be approximately $250 million to
$274 million, which we expect will be used 10 primarily. fund growth opportunities, and includes $10 million to
$14 million for investments related 1o the integration of the Xspedius operations and our branding initiative (see
“Name and Branding Change”).

Services

We provide our customers with a wide range of telecommunications and managed data services, including
network, local and long distance voice services, data transmission services, high-speed dedicated Internet access,
and intercarrier services. Our revenue by major product categories for fiscal years ended December 31, 2007,
2006 and 2005 is as follows:

Years Ended December 31,
2007 2006 2005
{amounts in theusands)

Revenue:
Networtk services .............. $ 393,569 36% $355,996 44% $341,779 48%
Voice services . .......-.c.oo... 327,246 30 201,968 25 166,808 24
Data and Internet services ....... 318,269 30 216,419 26 162,834 23
Intercarrier compensation ....... 44,595 4 37992 5 37,306 5
Total revenue .. ........... $1,083.679 100 $812375 100 $708,727 100

Our broad portfolio provides solutions to enterprise customers, ranging from small businesses through
Fortune 500 companies, city, state and federal government entities, as well us communications service providers.
To reduce the risk in bringing new and untested telecommunications services to a dynamically changing market,
we introduce our services once market demand develops after a rigorous development process. The primary
service offerings are:

Network Services

We provide a complete range of network access services with transmission speeds up to 10 Gbps to satisfy
our customers’ needs for voice. data, image, and video transmission. Each uses technologically advanced fiber
optics and is available as:

«  Special Access. Dedicated telecommunications lines linking the points of presence (“POPs”) of one or
more interexchange carriers ("IXC™), or between enterprise customers and the local POPs of 1XCs.

+  Private Line. Dedicated telecommunications lines connecting various locations of a cusiomer’s
operations, suitable for transmitting voice and data traffic among customer locations.

e Metropolitan and Regional Connectivity. Each transport service is available on our metropolitan fiber
networks. Most are also available between cities on our inter-city, regional networks,
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Transport Arrangements, Dedicated transport between the local exchange carrier (“LEC”) central
offices and the IXC POP for voice and data applications.

These scrvices are available in a wide variety of configurations and capacities:

SONET Services. Full duplex transmission of digital data on Synchronous Optical Network standards
allowing multipoint transmission of voice, data, or video over protected fiber networks. Available
capacities include DS-1, DS-3, STS-1, OC-3, OC-12, OC-48, and OC-192.

Private Network Transport Services. A premium quality, fully redundant, and diversely routed SONET
service that is dedicated to the private use of individual customers with multiple locations.

Wevelength or “Lambda” Services. High capacity, point-to-point transmission services allowing
customers to have access to multiple full-bandwidth channels of 2.5 Gbps and 10 Gbps.

Collocation Services. Secure space, climate and power collocation services where customers locate
their equipment to connect to our network in facilities adjacent to our central offices.

Voice Services

Our voice services provide business customers with local and long distance calling capabilities. We own,
manage, and maintain the switches used to provide the services. Our voice services include the following:

Business Access Line Service. This service provides customers with quality analog voice grade
tel :phone lines for use at any time.

Access Trunks. Access trunks provide communication lines between two switching systems. These
trunks, typically DS-1, are utilized by private branch exchange (“PBX”) customers that own and
opzrate a switch on their own premises. PBX customers use these trunks to provide access to the local,
regiional, and long distance telephone networks.

IP Trunks. IP Trunks converge voice traffic with Internet traffic over a single connection for a2 more
efficient and scalable access network. This service supports new [P PBX devices, and local and long
distance calling to the PSTN.

Local Toll Service, This service provides customers with a competitive alternative to ILEC service for
iniraLATA toll calls.

Lecal Telephone Service. Local telephone calling areas are widely defined to provide ease of use for
our customers. Additional features include operator and directory assistance services, and custom
ca Jing features such as call waiting and caller 1D.

Leng Distance Service. Long distance service provides the capability for a customer to place a voice
call from one local calling area to another, including international calling. We offer long distance
se vices bundled with voice and converged solutions as a packaged value to customers. We also offer
uszge-based rates for 1+, toll-free 800 with routing capabilities, and dedicated service, as well as
package plans for various committed levels of usage.

Bundied Services. Our bundled offerings enable customers to purchase one to three DS-1 facilities that
combine lines, trunks, long distance, and Internet services to provide an integrated service offering.
This product can dynamically allocate bandwidih for maximum network efficiency, and eliminates the
customer’s need for multiple vendors. An Integrated low-speed Ethernet routing feature is available in
mlii-site and city configurations. The service provides private data networking capabilities for
customers to move data between their locations. )

Oher Services. Other services we offer include IP Foreign Exchange, on-demand conferencing,
te’ephone numbers, directory listings, customized calling features, voice messaging, hunting, blocking
services, and integrated services digital network or “ISDN.”
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Data Services

We offer our customers a broad array of enhanced data and Internet services that enable them to connect
their own internal computer networks and access external computer networks and the lqgtlzrne{ at very high speeds
using the Ethernet protocol '

We offer the following range of Native LAN or “NLAN” services with speeds up to 10 Gbps

NLAN (Point-to-Point). The Point-to-Point NLAN service provides dedicated protected Ethernet
transport service between two locations in a metropolitan area at speeds of 10, 100, 600, 1000 megabits
per second (“Mbps”), and 10 Gbps.

NLAN (Point-to-Multipoint). This service is a protected multi-location Ethernet data service connecting
multiple customer remote locations back to a single customer Ethernet port located at the main
customer site. The available speeds are 10, 100, and 600 Mbps and 1 Gbps.

Multipoint NLAN. The Multipoint NLAN service provides a dedicated ring of Ethernet bandwidth,
allowing the customer to share bandwidth between their multiple Ethernet locations over a
metropolitan area. The customer can access the network at speeds of 10, 100, and 600 Mbps and 1
Gbps.

Customer-Direct NLAN. The Customer-Direct NLAN service is a point-to-point, non-network
protected, unmanaged and not monitored, stand-alone service for both 100 Mbps and 1000 Mbps
Ethernet connections that offers basic Ethernet connectivity at a lower cost of service.

Switched NLAN. The switched NLAN service incorporates data Ethernet switching technology into the
NLAN product suite. This service allows multiple customer locations to interconnect using various
bandwidth increments ranging from 10 Mbps to 1 Gbps interfaces over a shared metropolitan Ethernet
infrastructure. This service allows us to compete with frame relay and ATM legacy services.

Extended NLAN. The extended NLAN service provides Ethernet connectivity between distant locations
in the markets we serve through our national IP backbone and is available in either point-to-point or
multi-poim configurations.

!megrated NLAN. The integrated NLAN service converges voice and Internet service with an optional
Ethernet feature to transfer private data between multiple locations locally or nationally.

Wholesale NLAN. Metro NLAN services are generally available to wholesale customers. The services
include a variety of interconnection options and features that are important to carriers and other service
providers.

Storage Transport Solutions. The service provides links offering a variety of industry-standard
protocols including Fiber Channel, ESCON, FICON, and Gigabit Ethernet, allowing customers to
avoid protocol translation while securely transporting their data to distant storage locations.

IP VPN Services. Our IP VPN connects multiple customer sites creating a virtual network for the
customer within the U.S. utilizing our own national IP backbone and local metropolitan facilities. Class
of Service is available on Premium IP VPN. Connection speeds are from 1.5 Mbps to 1 Gbps.

Internet Services

Internet Services. Dedicated high capacity Internet service enables customers to access the Internet and
other external networks. We offer a wide range of Internet services to our business customers with
bandwidth speeds ranging from 1.5 Mbps to 10 Gbps and transported via traditional TDM or Ethernet
connectivity. Our traditional TDM-based Internet services are available via industry standard transport
facilities: DS-1, DS-3, OC-3, OC-12 and OC-48 connectivity. Our Ethernet Internet services are
delivered using Ethernet connections with offerings of Ethernet (10 Mbps), Fast Ethernet (100 Mbps),
Gigabit Ethernét (1 Gbps), and 10 Gigabit Ethernet (10 Gbps).
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+  Managed Security Service. This service uses security devices placed within our network to establish a
firswall that prevents unauthorized traffic from entering a customer’s network. We also offer a
customer premises equipment-based security sohation that resides at the customer's network perimeter.
Beth solutions-offer a fully managed environment, securing customer networks: through firewall and

oy encrypted VPN functionality.

Intercarrier Services

Because we are interconnected with other telecommunications carriers, we provide traffic origination and
termination services to other carriers. These services consist of the origination and termination of long distance
calls and the termination of local calls.

*  Suitched Access Service. The connection between a long distance carrier’s POP and an end user’s
premises that is provided through the switching facilities of a LEC is referred to as switched access
service. Switched access service provides long distance carriers with a switched connection to their
customers for the origination and termination of long distance telephone calls or provides large end
users with dedicated access to their carrier of choice. Under our tariffs or under agreements with
certain long distance carriers, we receive per-minute terminating switched access compensation when
ou- network is used for the origination or termination of the carriers’ traffic.

o Local Traffic Termination Services. Pursuant to interconnection agreements with other carriers, we
accept traffic that originates on another LEC’s facilities and carry that traffic over our facilities to our
customers in order to complete calls. Generally, under applicable regulaticns, we are entitled to receive
compensation — referred to as “reciprocal compensation” — from the originating LECs for those
SeIvices.

Telecommunications Networks and Facilities

Overview. We use advanced technologies and network architectures to develop a highly reliable
infrastructure: for delivering high-speed, quality digital transmissions of voice, data and Internet
telecommunications services. Qur basic transmission platform consists primarily of optical fiber built in diverse
rings for higi network availability. We use a variety of electronics that meet the requirements of our customers’
network applications, including SONET, DWDM and Ethernet equipment. These optically enabled rings give us
the capability of routing customer traffic in both directions around the ring, thereby eliminating the loss of a
service in thi: event of a fiber cut on a part of the ring. We have an advanced IP backbone using redundant core
and edge roaters to deliver Internet traffic to our customers. We have also added network based Ethernet
switches in our markets to enable appiications based services incorporated with our soft switches and media
gateways. Tt ese applications, along with our VolP services and metropolitan Ethernet switches, deliver Ethernet-
based services directly to customer premises. Our networks are designed for remote automated provisioning,
allowing us to meet customers’ real time service needs. We extend SONET rings or point-to-point links from our
rings to eack customer’s premises over our own fiber when financially attractive or use circuits obtained from
other local carriers to connect the customer to our network, We also install diverse building entry points if a
customer requires such redundancy. We place necessary customer-dedicated or shared electronic equipment at a -
location near or in the customer’s premises to terminate the link.

We serve our customers from one or more central offices strategically positioned throughout our networks,
The central offices house the transmission, switching, and Internet equipment needed to interconnect customers
with each other, the long distance carriers, and other local exchange and Internet networks. Redundant
electronics and power supplies, with automatic switching to the backup equipment in the event of failure,
protects agaiist signal deterioration or outages. We continuously monitor system components from our network
operations center and seek to focus proactively on avoiding problems,

We add switched and dedicated data services to our basic fiber transmission platform by installing
sophisticated routers, soft switches, and digital electronics at our central offices and nodes at customer locations,
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Our -advanced digital telephone and packet voice gateways are connected to multiple ILECs and long distance
carrier switches to provide our customers ubiquitous access to the PSTN. We also provide high-speed routers and
switches for our Internet backbone, and Ethernet switches at our customers’ premises and in our central offices to
supply LAN interconnection services. Our Internet backbone is connected to multiple networks around the nation
at multiple connection points. Our newest offerings connect customer LANs together in a metropolitan area, and
connect LANs in geographically dispersed areas across our Internet backbone.

To serve a new customer initially, we may use various transitional links, such as leased circuits from
another LEC. When a customer’s communication volumes increase, we may build our own fiber connection
between the customer’s premises and our network to accommodate the customer’s needs and increase our
operating margins.

Infrastructure Migration. We continually evaluate new technologies and suppliers in order to achieve a
balance between utilizing best of breed technologies at the best available price. We continue to expand IP
capabilities throughout our network through the deployment of packet telephony systems such as media gateways
and soft switches. In order to prepare to deliver the next generation voice and data services, we are using these
new technologies to augment traditional circuit switched systems. We also have the capability to provide TDM
services over our IP backbone and plan to further converge TDM and IP services by utilizing MPLS, a protocol
that allows us to differentiate the multiple services traversing our IP backbone.

Capacity License Agreements. We currently license fiber capacity from Time Warner Cable in sixteen
markets, Comcast Corporation as successor to Time Warner Cable in three markets, and Bright House Networks,
LLC (“Bright House™), an affiliate of Advance/Newhouse, in four markets. Each of our local operations in those
markets is party to a Capacity License Agreement with one of the local cable television operations of Time
Warner Cable, Comcast Corporation or Bright House (collectively the “Cable Operations™) providing us with an
exclusive right to use all of the capacity of specified fiber-optic cable owned by the Cable Operations. The
Capacity License Agreements expire in 2028. The Class B Stockholders’ sale of their shares of our common
stock in October 2006 did not affect the terms of the Capacity License Agreements. The Capacity License
Agreements for networks that existed as of July 1998 have been fully paid and do not require additional license
fees. However, we must pay maintenance fees and fees for splicing and similar services. We may request that the
Cable Operations construct and provide additional fiber-optic cable capacity to meet our needs. The Cable
Operations are not obligated to provide such fiber capacity and we are not obligated to take fiber capacity from
them. if the Cable Operations provide additional capacity, we pay an allocable share of the cost of construction
of the fiber upon which capacity is to be provided, plus permitting and other fees. We are permitted to use the
capacity for telecommunications services and any other lawful purpose, but not for the provision of residential
services and content services. If we violate the limitations on our business activities, the Cable Operalions may
terminate the Capacity License Agreements.

The Capacity License Agreements do not restrict us from licensing fiber-optic capacity from parties other
than the Cable Operations. Although the Cable Operations have agreed to negotiate renewal or alternative
provisions in good faith upon expiration of the Capacity License Agreements, we cannot assure that the parties
will agree on the terms of any renewal or alternative provisions or that the terms of any renewal or alternative
provisions will be favorable to us. If the Capacity License Agreements are not renewed in 2028, we will have no
further interest in the fiber capacity covered by those agreements and may need to build, lease, or otherwise
obtain transmission capacity to replace the capacity previously licensed under the Capacity License Agreements.
The terms of such arrangements may be materially less favorable to us than the terms of the Capacity License
Agreements. We have the right to terminate a Capacity License Agreement in whole or in part at any time upon
180 days notice. The Cable Operations have the right to terminate the Capacity License Agreements prior to their
expiration under certain circumstances (see Item 1A Risk Factors “We must obtain access to rights-of-way and
pole attachments on reasonable terms and conditions™).




Telecommunication Networks. The following map shows. the areas where we have local fiber networks and
offer servic:s:
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Nerwork Monitoring and Management. We provide a single point of contact for our customers and
consolidate »ur systems support, expertise, and technical training for the network at our two network operations
centers in 3reenwood Village, Colorado and OQ'Fallon, Missouri. These two centers offer capability for
redundancy and overlap coverage for our customer networks. We provide 24 hours per day, 7 days a week
surveillance and monitoring of networks to achieve a high level of network reliability and performance. Network
analysts mouitor real-time alarm, status, and performance information for network circuits, which allows them to
react swiftly to repair network trouble. ‘

Informettion Technology Solutions. We continue to focus on systems that provide high business value with a
solid return on investment. Our strategy is to blend the purchase of proven, commercially available software that
can be tailored to cur business processes, and in-house developed applications that conform to our architectural
framework. Where such commercially “off-the-shelf” products are not suitable for our business needs, we
employ internal resources and contract with third party integrators to develop custom applications. All of our
systems must be flexible enough to conform to a rapidly changing environment, while being scalable, and easily
maintained :nd enhanced. We have integrated certain of our enterprise applications 5o that data flows through
from one to the other, thereby improving data accuracy and increasing efficiency. We also use customized
workflow software to manage the exchange of data in a timely manner between applications.

We offer a customer self care platform that uses web portal technology to provide automated customer

service and :ichedule and establish security for teleconferences. The web portal enables customers to view and
pay their bills on-line and record disputes.
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Information Systems Infrastructure. We manage our desktop technology assets centrally to ensure software
compatibility between all corporate locations and field offices. Our information systems infrastructure also
provides real time support of network operations and delivers data to meet customer needs. Our systems utilize
open system standards and architectures, allowing interoperability with third party systems.

Network Development and Application Laboratory. We have a laboratory located in Greenwood Village,
Colorado, equipped with state of the art systems and equipment, including those we use in the operation of our
local digital networks. The center is designed to provide a self-contained testing and integration environment,
fully compatible with our digital networks, for the purposes of:

« verifying the technical and operational integrity of new equipment prior to installation in the networks;
« developing new services and applications;
« providing a realistic training environment for technicians, engineers, and others; and

« providing a network simulation environment to assist in fault isolation and recovery.

Billing Systems. We contract with outside vendors for customer billing. We have licensed software for end
user billing that operates on our own equipment and have contracted with an outside vendor for operations
support and development. In addition, we have a service bureau arrangement with another vendor for carrier and
interconnection billing.

Customers and Sales and Marketing

Customers. Our customers are in telecommunications-intensive industries and are comprised of enterprises,
government and public institutions, and carriers. For the year ended December 31, 2007, enterprise, government
and public customers represented 69% of total revenue. The remaining customer revenue is derived from carriers
at 27% and the balance from inter-carrier compensation. Our acquisition of Xspedius in late 2006 expanded our
customer base by approximately 18,000 customers and the number of markets we serve with our own networks
from 44 to 75. The acquisition increased and further diversified our enterprise customer base.

Our top ten customers accounted for 26% of our total revenue for the year ended December 31, 2007, and
approximately 31% for the year ended December 31, 2006. The change was attributable to the impact of the
acquired operations and the increase in new sales to enterprise customers. For the year ended December 31,
2007, AT&T Inc. (including the former SBC Communications Inc., BellSouth Corporation and Cingular
Wireless) accounted for 8% of our total revenue. For the years ended December 31, 2006 and 2005, revenue from
AT&T Inc. accounted for 11% and 9% of our total revenue, respectively. No customer accounted for over 10%
of our total revenue in 2007. A portion of the revenue from our top ten customers includes inter-carrier
compensation resulting from end users that have selected those customers as their long distance carriers. Our
revenue from AT&T (which merged with SBC in 2005 and with BellSouth in 2006 and acquired Cingular
Wireless in 2006) has been and may continue to be impacted by the combined company buying less local
transport service from us in SBC’s and BellSouth’s former local service areas and by AT&T’s wireless unit
disconnecting services. However, the impacts of the AT&T mergers with SBC and BellSouth may be mitigated
by revenue commitments in our agreement with AT&T, new product opportunities and opportunities to sell
additional Yocal services to AT&T outside its local service regions.

Several other carrier customers falling within our ten largest customers were parties to industry mergers and
consolidations in 2006. We experienced service disconnections as a result of network grooming and optimization
from these customers in 2007 and expect additional disconnections combined with rate changes in connection
with contract renewals as carriers determine their leased network strategies in 2008. However, while
consolidations have compressed carrier revenue growth in this customer segment, consolidation has also resulted
in additional opportunities to provide high quality fiber services to carriers as they begin to grow their enterprise
business and seek redundancy in their networks.




Sales and Muarkering. Our service offerings are part of a diversified portfolio of competitively priced
products and solutions aimed to increase usage among our existing customers and to attract new customers. Qur
sales and marketing strategy emphasizes our:

* reliable, facilities-based metropolitan networks and national IP backbone;
* ccnverged data and IP solutions supporting customer network trends;
« responsive national and local customer service orientation;

* ccmprehensive product suite; .
L)

* in:egrated operations, customer care, field operations, network monitoring, and management systems;
ard

= multi-site and multi-city network solutions.

We engage in direct sales in the majority of our local markets with certain resources in regional and adjacent
areas, including national enterprise and carrier sales teams. These teams have sales engineering and support
resources. Our national sales organization includes sales groups focused on four types of national customers:
enterprise, carner {including national and regional carriers, 15Ps and wireless carriers), government and systems
integrators. As of December 31, 2007, we had 508 sales account executives and customer relationship specialists.
We continue to expand our sales force with hires strategically targeted at particular customer segments.
Commissior s for our sales representatives are linked to incremental revenue from services installed. We provide
additional incentives for executing service contracts with terms of two years or greater and for certain products
and solutions as well as for sales of services wholly on our fiber facilities. Beginning in 2004 we added Customer
Relationship Specialists to our sales team for the purpose of specifically cultivating sales to existing customers,
and increasing customer retention, freeing our primary sales force to focus on new accounts. We believe this
initiative ha: and will continue to reduce customer and revenue churn.

In addiion 10 vur direct sales channels, we have also marketed our services through channel neutral teaming
arrangemenis focused on data and 1P products. We market our services through database marketing techniques,
customer se;ninars, advertisements, trade journals, media relations, direct mail, and participation in conferences.

Customer Service

Qur ob ective is 10 provide customers with an experience that is consistent, valuable, and differentiated from
our competitors. To provide customer service, account representatives or customer relationship specialists are
assigned to dur customers to act as local points of contact. Our centrally managed customer support operations
are designed to facilitate the processing of new orders as well as changes and upgrades in customer services.
‘Technicians and other support personnel are available in each of our service areas to handle any network failures
or problems. Qur Customer Service Center is available to all of our customers to answer customers’ guestions
regarding billing, order status or maintenance concerns. In addition, our network operations centers provide 24
hours per day, 7 days a week surveillance and monitoring of networks to maintain network celiability and
performance. Sec “Telecommunications Networks and Facilities — Network Monitoring and Management.”

Competition
We bel.eve that the principal competitive factors affecting our business are:

e the ability to introduce new services and network technologies in a timely, competitive. and market
ac:eptable manner;

* customer service and network quality:

* prcing;




« the ability to continuously evolve our operating systems, processes and data in a scalable, efficient, and
cost effective manner;

« regulatory decisions and policies that impact competition; and

+ the ability to connect customers’ multiple locations.
Y P

We believe that we compete favorably with other companies in the industry with respect to each of these
factors. Although we compete with other carriers primarily on service quality and customer service rather than
price, significant price competition for certain products such as long distance service, inter-city point-to-point
services, and POP to POP dedicated services has driven down prices for these products. Also, we typically price
our services 1o be competitive to the local market for those services. We believe that the ILECs continue to be
aggressive in pricing competition particularly for large enterprise customers that we also target. With several
facilities-based carriers providing the same service in a given market, price competition is likely to continue but
has stabilized in the past year for centain products. Since 2001, due to business failures, contractions and
consolidations, the overall number of competitors has declined, and some competitors have slowed or stopped
their build-out plans. The impact of competition on our business varies across local markets, depending on the
number and type of competitors in the market.

The ILECs - Verizon Communications, Inc.. Qwest Communications Inc., and AT&T Inc., among others —
offer services substantially similar to those we offer. We believe that the ILECs may have competitive
advantages over us, such as their long-standing relationships with customers, greater technical and financial
resources, greater geographic coverage, wireless assets, and the potential 1o subsidize services of the type we
offer from service revenue in unrelated businesses. In addition, industry consolidation through acquisitions and
business combinations, such as the merger of AT&T Corp. and both SBC and BellSouth (now AT&T Inc.), and
Verizon Communications’ acquisition of MCI Inc., both past and future, may result in fewer, but stronger
competitors. However, we believe that our customers are increasingly interested in competitive facilities-based
providers for critical business solutions, enhanced diversity and disaster recovery, and data and IP services. In
light of consolidation among telecommunication providers, we believe that we have benefited and will continue
to benefit from opportunities to provide services directly to larger enterprise customers.

We also face competition from fixed and mobile wireless telephone system operators, VolP providers and
private networks built by large end users using dark fiber providers, all of which currently and may in the future,
offer services similar to those we offer. In addition, cable companies are increasingly competing with us and
other traditional telecommunications providers for enterprise customers, and are beginning to compete for carrier
customers as well.

Wireless consolidation has affected the market for our services and may continue to do so. The acquisition
of Cingular by AT&T has resulted in the disconnection of some services we previously provided to Cingular and
will likely result in additional disconnects in the future as Cingular’s local service needs are met by its new
parent company.

Regulatory environments at both the state and federal level differ widely and have considerable influence on
our market. economic opportunities and resulting investment decisions. We believe we must continually monitor
regulatory developments and remain active in our participation in regulatory issues. Some regulatory decisions
have or may in the future have negative impacts on our revenue or expenses, and may favor certain classes of
competitors over us. See “Government Regulation.” '

To the extent we interconnect with and use ILEC networks to service our customers, we depend on the
technology and capabilities of the ILECs to meet certain telecommunications needs of our customers and to
maintain our service standards. We also use ILEC special access services and unbundled network element
(“UNE™) loops to reach certain customer locations that are not served by our network. Although regulation of
ILEC performance standards exists with respect to UNE loops, there is minimal regulatory oversight of the
quality of ILEC special access services.
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Seasonality

Although our business is not inherently seasonal in nature, historically our revenue and expense in the first
and third quarters of the year have been impacted by some seasonal factors that may cause fluctuations from the
prior quarter. First quarter installations and, therefore, revenue may be impacted by the slowing of our
customers’ purchasing activities at the end of the fourth quarter. In addition, revenue from our usage based
services such as long distance may be subject to seasonal fluctuations in the first and third quarters resulting from
seasonal changes in our customers’ usage patterns. Our expense is also impacted in the first quarter by the
resetting of payroll taxes and granting of merit-based salary increases.

Name and 3randing Change

We amended our existing Trade Name License Agreement with Time Warner Inc. to extend the term of our
license to use the name “Time Warner” until June 30, 2008. By that date we must change our name to TW
Telecom or another name that does not include “Time Warner.” Effective September 12, 2006, Time Warner Inc.
granted us a perpetual license to use “TW Telecom” and “TWTC” in our communications and related
technologie:: and service business in North America. We have been conducting a branding initiative to select a
new name znd brand for our business and intend to continue to use the name “Time Warner Telecom™ pursuant
to the amended Trade Name License Agreement until we select and change our name. We have incurred
approximate:ly $1 million in branding costs for the year ended December 31, 2007 and expect to spend an
additional &6 to $7 million including $2 million in capital expenditures for that purpose throughout 2008,
primarily in the second and third quarters.

Government Regulation

Historically, interstate and foreign communication services were subject to the regulatory jurisdiction of the
Federal Conmunications Commission, or “FCC”, and intrastate and local telecommunications services were
subject to rzgulation by state public service commissions. With enactment of the Telecommunications Act of
1996 (“the 1996 Act”), competition in all telecommunications market segmeats, including local, toll, and long
distance, became matters of national policy even though the states continue to have a significant role in
administering policy. We believe that the national policy fostered by the 1996 Act has contributed to significant
market opportunities for us. However, since 1996, various ILEC legal challenges and lobbying efforts have
resulted in :tate and federal regulatory decisions affecting implementation of the 1996 Act that favor the ILECs
and other competitors. Since federal and state regulatory commissions have largely implemented the provisions
of the 1996 Act, we believe that future regulatory activity relating to the 1996 Act will focus largely on
enforcement of carrier-to-carrier requirements under the law and on consumer protection measures, Although we
have described the principal regulatory factors that currently affect our business, the regulation of
telecommunications services is sull evolving and regulatory changes could occur in the future that we cannot
presently ar ticipate.

Telecommunications Act of 1996, The 1996 Act is intended to increase competition in local
telecommuriications services by requiring JLECs to interconnect their networks with CLECs. The 1996 Act
imposes a umber of access and interconnection requirements on all LECs, including CLECs, with additional
requiremenis imposed on ILECs. In August 1996, the FCC promulgated rules to govern interconnection, resale,
dialing parity, UNEs, and the pricing of those facilities and services, including the Total Element Long Run
Incremental Cost (“TELRIC”) standard for UNEs. Under the 1996 Act and the FCC rules, ILECs are required ta
attempt to negotiate with CLECs that want to interconnect with their networks, We have negotiated
interconnection agreements with the ILECs in each of the markets in which we offer switched services and have
negotiated, or are negotiating, secondary interconnection arrangements with carriers whose territories are
adjacent to ours for intrastate intraLATA toll traffic and extended area services. As these agreements expire, we
negotiate etensions or new agreements. Typically, expired agreements allow us to continue to exchange traffic
with the otker carrier pending execution of a new agreement.
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Reciprocal compensation revenue is an element of intercarrier compensation revenue that represents
compensation from LECs for local exchange traffic terminated on our facilities originated by other LECs. As a
result of various regulatory rulings beginning in 2001 our reciprocal compensation revenue has generally been
declining. Reciprocal compensation represented 1% of total revenue for the year ended December 31, 2007.

In 2001, the FCC adopted an interim carrier-to-carrier cost recovery scheme for such traffic that phased in
reductions on the maximum compensation rate for dial-up Inlémel-bound traffic over a three-year period
beginning in 2001 and capped the number of minutes for which 1SP-bound traffic can be compensated. The
interim Internet-bound cost recovery rule negatively impacted our revenue from reciprocal compensation during
the three year reduction period. In October 2004, the FCC determined that it is no longer in the public interest to
apply the cap on compensable minutes. This order had a slightly positive impact on our intercarrier compensation
revenue.

As a result of the FCC's triennial review of unbundling to determine which of the UNEs the ILECs must
continue to provide under sections 251 and 252 of the 1996 Act, and litigation that followed its decision. the FCC
adopted permanent rules governing the availability of UNEs in December 2004, These rules set forth specific
marketplace “triggers” that will eliminate the ILECs’ obligation to provide unbundled loops and transport in
particular locations. Several TLECs have filed petitions with the FCC for forbearance from the obligation to
provide UNEs that would otherwise apply under these triggers. Qwest was granted partial forbearance for the
Omaha market, and Verizon has a pending appeal of an FCC decision that denied its request to eliminate the
obligation to provide loop and transport UNEs in several of its markets. Qwest has pending petitions in four
additional markets that we serve seeking the same forbearance as with the Omaha market. The FCC also has
pending a rulemuking 1o review TELRIC rules, which determine the prices for available UNEs, and the ILECs
have argued that the FCC should change its TELRIC rules in ways that would likely yield higher UNE prices.
While we have used UNEs very minimally in the past, the Xspedius operations have used UNEs more
extensively than we have. It is therefore possible that the we will be more affected by changes in the regulation
of UNEs than in the past.

Other Federal Regulation. Switched access is the connection between a long distance carrier’s POP and an
end user’s premises provided through the switching facilities of a LEC. Switched access is a component of our
intercarrier compensation revenue and represented 3% of total revenue for the year ended December 31, 2007.
Historically, the FCC has regulated the access rates imposed by the ILECs while the CLEC access rates have
been less regulated. The FCC subjected CLECs' interstate switched access charges to regulation beginntng in
2001. A 2000 ILEC access reform decision, as well as the CLEC access charge regulations, resulted in reductions
in the per-minute rates we received for switched access service for the period June 2001 through June 2004, Our
ongoing obligation to charge switched access rates that are no higher than those charged by the 1LECs has and
will continue to result in further reductions to our switched access revenue if the ILEC rates are reduced.

The FCC adopted a Further Notice of Proposed Rulemaking in March 2005 as part of its intercarrier
compensation reform proceeding initiated in 2001. This proceeding has been highly complex and controversial.
The FCC has considered numerous reform proposals, most of which scek to unify and lower intercarrier
compensation rates. Implementation of a unified rate across all forms of intercarrier compensation is likely to
require a transition period of several yeurs. The outcome of this proceeding could further reduce our switched
access revenue. However, at this time we cannot predict the likely outcome of an FCC intercarrier compensation
proceeding or the impact on our revenues and costs.

In Junuary 2005, the FCC commenced a broad examination of the regulatory framework applicable to
LECs" pricing of interstate special access services after June 30, 2005. The outcome of this proceeding could
have an impact on the costs we pay for connectivity to other carriers’ facilities to reach our customers. If LEC
price reductions were to occur, we would likely experience downward pressure on the prices we charge our
customers for special access services and the prices we pay LECs for special access services that we purchase. it
LEC special access prices increase, our cost may increase but we may experience less pricing pressure on our
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special access services. In an order approving Verizon/MCI acquisition, the FCC conditioned its approval upon
the combined company not increasing its rates for special access services for a period of 30 month ending July
2008, which Ras provided us with some price stability, The FCC’s Order that approved the merger of BellSouth
Corporaticn into AT&D included a number of conditions that provide us with rate stability and modest cost
savings for special access and UNEs for 42 to 48 months ending mid to late 2010, and provide a framework for a
more man ageable process for renegotiating our special access and interconnection contracts when they expire
over the next few years. We have advocated before the FCC that it should modify its special access pricing
flexibility rules so that these services return to price—ap regulation to protect against unreasonable price
increases. The FCC is not expected to rule on this matter until after the change in administration that will result
from the M ovember 2008 election.

In addition, the ILECs have filed numerous petitions for forbearance from regulation of their broadband
special access services, including Ethernet services offered as special access. In March 2006, the FCC allowed a
Verizon forbearance petition seeking deregulation of its broadband services to be granted by operation of law and
in October 2007 granted key portions of an AT&T petition to remove regulation of broadband services sold 10
business ¢ astomers. Similar rulings were granted to several smaller ILECs with respect to specific markets. As a
result, the Ethernet and OC-p high capacity data services of these carriers, which we do not currently use, are no
longer regulated. Additional ILEC deregulation petitions related to some of the markets we serve are still
pending. We and several of our competitors have appealed the default grant of the Verizon petition and the grant
of the AT&T petition because we would like to have the ability to obtain broadband special access services on a
reasonable basis to reach certain customers that are not on our network. These FCC actions did not impact the
availabilit of the tariffed TDM special access circuits that we use for off-net building access. We expect that the
ILECs will continue to advocate deregulation of all forms of special access services, and we cannot predict the
outcome of the FCC’s proceedings in this regard or the impact of that outcome on our business,

In a February 1999 order, the FCC allowed for increases to commingled cable and telephony pole
attachment rates beginning in February 2001. Since this order we have experienced higher pole attachment fees
and could experience future rate increases if it is determined that we should pay the telephony rates in all areas
where catle and telephony pole attachments are commingled, which are significantly higher than cable rates,
either reuoactively or in the future. We expect increased competition from cable companies for certan
broadband services (see “Competition™). Under the FCC’s pole attachment regulations, cable companies ave
permitied to pay the lower cable rate for these services, while we are considered a telecommunications carrier
subject to the higher tetecommunications rate for the same services. In 2007, we filed a request with the FCC o
eliminate his discriminatory rate treatment in its pole attachment regulations. The FCC has released a Notice of
Proposed Rulemaking with a tentative conclusion that the pole attachment rates for all providers of broadband
networks «:hould be equal. We cannot predict the prospects for success on this initiative at this time.

State Regulation. We have obtained all state government authority needed to conduct our business as
currently :ontemplated. Most state public service commissions require carriers that wish to provide local and
other common carrier services provided within the state to be authorized to provide such services. Qur operating
subsidiarie:s and affiliates are authorized as common carriers in 33 states and the District of Columbia. Theie
certifications cover the provision of switched services including local basic exchange service, point-to-point
private line, competitive access services, and long distance services. Similar to the FCC’s rules regarding
interstate switched access, a number of state public service comimissions have ruled that CLEC iatrastate
switched access rates may not exceed the ILEC rates. Currently, 12 states in which we operate have
benchmaring rules. We anticipate that additional states will promulgate similar rules in the future.

Loca! Government Authorizations. We may be required 10 obtain from municipal authorities sireet opening
and const uction permits and other rights-of-way to instalt and expand our networks in certain cities. In some
cities, ow affiliates or subcontractors already possess the requisite authorizations to construct or expand our
networks. Any increase in the difficulty or cost of obtaining these authorizations and permits could adversely
affect us, jarticularly where we must compete with companies that already have the necessary permits.
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In some of the metropolitan areas where we provide network services, we pay right-of-way or franchise fees
based on a percentage of gross revenue or other metrics such as access lines. Municipalities that do not currently
impose fees may seek to impose fees in the future, and following the expiration of existing franchises, fees may
be increased. Under the 1996 Act, municipalities are required to impose such fees on a competitively neutral and
nondiscriminatory basis. Municipalities that have fee structures that currently favor the ILECs may or may not
conform their practices in a timely manner or without legal challenges by us or other CLECs. Moreover, ILECs
with which we compete may be exempted from such local franchise fee requirements by previously enacted
legislation that allows the ILECs to utilize rights-of-way throughout their states without being required to pay
franchise fees to local governments.

In certain markets in which we license fiber capacity from the Cable Operations, we obtain right-of-way
through the Capacity License Agreements and have not been required to obtain separate franchises from
municipalities. These municipalities could challenge our right to operate under cable franchises.

We are party to various regulatory and administrative proceedings. Subject to the discussion above, we do
not believe that any such proceedings will have a material adverse effect on our business.

Employees

As of December 31, 2007, we had 2,859 employees compared to 2,784 employees at December 31, 2006.
We believe that our relations with our employees are good. By succession to certain operations of Time Warner
Cable at our inception, our operation in New York City is party to a collective bargaining agreement that covers
nine of our technicians in New York City. We believe that our success will depend in part on our ability to attract
and retain highly qualified employees and maintain good working relations with our current employees.

Financial Information

See Part I1 Item 8 for our financial results and information.




Item 1A. Risk Factors
We may net realize all of the anticipated benefits from the Xspedius acquisition. !
We acquired Xspedius with the expectation that the acquisition would result in benefits to the combined
companies Achieving the benefits of the acquisition depends in part on the successful integration of Xspediug’
and our operations in a timely and efficient manner. We have achieved substantial progress integrating thz
Xspedius iicquired operations with ours. The remaining integration work will consist primarily of networx
optimization and grooming to reduce the costs of network services, network enhancements and equipment to
enable the deployment of our advanced services in certain additional acquired markets, and process refinement to
optimize the integrated systems and organization. There are still risks that remaining integration work may not be
completed in an efficient manner, or that we will not generate additional revenue and Modified EBITDA from,,
and improve the margins in, the acquired business.

We may be unable to sustain our revenue and cash flow growth despite the implementation of several
initiatives designed to do so.

We must expand our business and revenue in order to generate sufficient cash flow that, together with funds
available under our credit facility, will be sufficient to fund our capital expenditures and our debt servicz
requiremer ts. We have pursued several growth initiatives, including:

* increasing network investments in existing markets to expand our network reach;

* lwnching new products and services, especially products and services that support customers’ data and
IP initiatives; and

* iicreasing our network reach through the acquisition of Xspedius in 2006.

Our ability to manage this expansion depends on many factors, including our ability to;
= attract new customers and sell new services to existing customers;
* acquire and install transmission facilities and related equipment at reasonable costs;
* employ new technologies;
» cbtain required permits and rights-of-way;
* enhance our financial, operating, and information systems to effectively manage our growth;
= accurately predict and manage the cost and timing of our capital expenditure programs; and
* integrate the acquired operations.

There is no assurance that our growth initiatives will continue to result in an improvement in our financial
position or our results of operations. We have historically incurred net losses even during periods of increasing
revenue, and while we are now closer to becoming net income positive, certain factors could cause continued
losses incliding, among others, economic conditions, industry consolidations, decreased demand, customers
disconnect:ng services, regulatory and contractual rate reductions, revenue disputes, and issuance of proposed

accounting standards (see Part II, ltem 7. “Management’s Discussion and Analysis of Financial Condition and
Results of Operations — Proposed New Accounting Pronouncement”).

Several cutomers account for a significant portion of our revenue, and some of our customers’ purchases
may not cantinue due to customer consolidations, financial difficulties or other factors.

We h:.ve substantial business relationships with a few large customers, especially other carriers. For the year
ended Deczmber 31, 2007, our top ten customers accounted for approximately 26% of our total revenue. Tha
highly con petitive environment in the long haul carrier sector, including interexchange carriers, has challenged
the financial condition and growth prospects of some of our carrier customers and could lead to further
reductions in our revenue in the future,
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Some of our service agreements with customers are subject to termination on short notice and do not require
the customer to maintain the services at current levels. Customers may not continue to purchase the same
services or level of services. Increasing consolidation in the telecommunications industry has occurred in recent
years, and if any of our customers are acquired we may lose a significant portion of their business. SBC's merger
with AT&T Corp. (now AT&T Inc.) and subsequent acquisition of BellSouth Corp. has and may continue to
result in the surviving company buying less local transport service from us in SBC’s and BellSouth Corp.’s
service areas in the long run. In addition, revenue from Cingular which was party to consolidations in 2004 and
2006 and represented 5% of total revente in 2004 has declined to less than 2% of total revenue in 2007, and is
expected to further decline in 2008.

We continue to experience customer and service disconnects in the normal course of business primarily
associated with industry consolidation, customer network optimization, price competition from other providers,
cost cutting, business contractions, bankruptcies or other financial difficulties, including most recently,
disconnections of service by a few customers in the mortgage industry adversely affected by the subprime
mortgage downturn. Monthly revenue loss from disconnects averaged 1.2%, 1.2%, and 1.0% of monthly revenue
in 2005, 2006 and 2007, respectively. While we expect that some customers will continue to disconnect services
due to the reasons mentioned above, we cannot predict the total impact on revenue from these disconnects or the
timing of such disconnects. Replacing this revenue with new revenue from other carrier customers or with
enterprise customer revenue may be difficult. Among other factors, individual enterprise customers tend to place
smaller service orders than some of our larger carrier customers. In addition, pricing pressure on some of our
more mature products may challenge our ability to grow our revenue.

Our substantial existing debt and debt service requirements could impair our financial condition and our
ability to fulfill our obligations under our debt.

We have been carrying substantial amounts of debt, and our level of debt may affect our operations and our
ability to make payments on our outstanding indebtedness. Subject 1o certain covenants in our credit agreement
and the indentures for our outstanding senior notes, we may incur significant additional indebtedness in the
future. As of December 31, 2007, our total long term debt and capital lease obligations were approximately $1.4
billion.

Our substantial indebtedness could, for example:

+ limit our ability to obtain additional financing in the future for working capital, capital expenditures,
acquisitions or other corporate purposes;

« make us more vulnerable to economic downturns or other adverse developments than less leveraged
competitors; and

» decrease our ability to withstand competitive pressures.

The acquisition of Xspedius increased our indebtedness and decreased our liquidity.

The consideration for the Xspedius acquisition consisted, in part, of approximately $211.5 million in cash
after giving effect to a final working capital adjustment of $4.5 million. In order to finance a portion of the cash
consideration and (o refinance our higher cost debt, we entered into a new $600 million secured term loan B in
October 2006. After giving effect to the term loan B and use of proceeds to repay other outstanding indebtedness,
our total debt increased by $161.5 million. In addition, we replaced our $1-10.0 million secured revolving credit
facility with a $100 million secured revolving credit facility. The increased indebtedness and interest expense and
decreased cash position has decreased our liquidity. Decreased liquidity could adversely affect our ability to fund
capital expenditures for the expansion of our network in the future.




Our revalving credit facility and term loan B and the indenture relating to our senior notes contain restrictive
covenants that may limit our flexibility, and breach of those covenants may cause us to be in default under
those agreements.

The: credit agreement for our revolving credit facility, term loan B, and the indenture relating to our senior
notes limit, and in some circumstances prohibit, our ability to, among other things:

* incur additional debt;

¢ pay dividends;

= make capital expenditures, investments or other restricted payments; !
* engage in sale-leaseback transactions;

* engage in transactions with stockholders and affiliates;

* guarantee debts;

* create liens;

» sell assets;

= issue or sell capital stock of subsidiaries; and

* engage in mergers and acquisitions.

These restrictions could limit our ability to obtain future financing, make acquisitions or needed capital
expenditares, withstand a future downturn in our business or the economy in general, conduct operations or
otherwis: take advantage of business opportunities that may arise. In addition, if we do not comply with th:se
covenants and financial covenants in our credit agreement that require us to maintain certain minimum financial
ratios, the indebtedness outstanding under our credit agreement, and by reason of cross-acceleration or cross-
default provisions, our senior notes and any other outstanding indebtedness we may then have, could become
immedia‘ely due and payable. If we are unable to repay those amounts, the lenders under the credit agreemant
could iniziate a bankruptcy proceeding or liquidation proceeding or proceed against the collateral granted to tham
to secure that indebtedness. If the lenders under our credit agreement were to accelerate the repayment of
outstanding borrowings, we might not have sufficient assets to repay our indebtedness.

In addition, the lenders under our revolving credit facility could refuse to lend funds if we are not in
compliance with our financial covenants, such as leverage and interest coverage ratios that are primarily derived
from EBITDA (see note 7 to ltem 6, “Selected Financial Data”™) and debt tevels. A lack of revenue growth or an
inability to control costs could negatively impact cur EBITDA margins and cause our failure to meet the
minimurr. required ratios. We could fail to comply with the covenants in the future due to many factors, including
losses of revenue due to customer disconnects or other factors or reduction in margins due to pricing pressures or
rising costs or the inability to successfully integrate our acquired operations.

We will require substantial capital to expand our aperations.

The development and expansion of our networks requires substantial capital investment. If this capitat is not
available when needed, our business will be adversely affected. Our 2007 capital expenditures were $25¢.5
miliion, ind our estimate of our 2008 capital expenditures is $250 million to $274 million, including
expenditrres for integration and branding. We also expect to have substantial capital expenditures thereafter.

Our wholly-owned subsidiary has an unused senior secured revolving credit facility that, subject to cenzin
conditions, allows us to borrow up to $100 million. We may be required to seek financing in addition to that
facility if:

* our business plans and cost estimates are inaccurate;
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+ we are not able to generate sufficient cash flow from operations to service our debt, fund our capital
expenditures and finance our business operations; :

« we decide to significantly accelerate the expansion of our business and existing networks; or

*+ we consummate acquisitions or joint ventures or other strategic transactions that require incremental
capital. '

If we were to seek additional financing, the terms offered may place significant limits on our financial and
operating flexibility, or may not be acceptable to us. The failure to raise sufficient funds if needed and on
reasonable terms may require us to modify or significantly curtail our business plan. This could have a material
adverse impact on our growth, ability to compete, and ability to service our debt.

We may complete a significant business combination or other transaction that could increase our shares
outstanding, and may result in a change in control, and which may also affect our leverage.

We regularly evaluate potential acquisitions, joint ventures and other arrangements that would extend our
geographic markets, expand our services, enlarge the capacity of our networks or increase the types of services
provided through our networks. If we enter into a definitive agreement with respect to any acquisition, joint
venture or other arrangement, we may require additional financing that could result in an increase in our
leverage, result in a change of control, increase the number of outstanding shares, or all of these effects. A
substantial transaction may require the consent of our lenders. There can be no assurance that we will enter into
any transaction or, if we do, on what terms. In addition, the success of any significant acquisition or business
combination is dependent, in part, on our ability to successfully integrate the acquired business into ours, which
also carries substantial risks.

We have experienced reductions in switched access and reciprocal compensation revenue as a result of
regulatory rate reform, and we may experience further such reductions in the future.

Over the past several years FCC and state regulations have reduced our switched access revenue as well as
our reciprocal compensation revenue. The FCC has been considering proposals for an integrated intercarrier
compensation regime under which all traffic exchanged between carriers would be subject to a unified rate. Such
changes could materially reduce our switched access revenue from other carriers, but may create an opportunity
for us to recover some, but not all, of that lost revenue directly from end users. We cannot predict the outcome of
pending FCC-rule makings related to inter-carrier compensation. Switched access and reciprocal compensation
together have been declining over time and represented 5%, 5% and 4% of our 2005, 2006 and 2007 revenue,
respectively. There can be no assurance that we will be able to compensate for the reduction in intercarrier
compensation revenue with other revenue sources or increased volume.

We may be adversely affected by changes in the regulation of special access services.

We provide special access services in competition with ILECs, and we also purchase special access services
from ILECs to extend the reach of our network. A significant change in the regulations governing special access
services could result in either significant reductions in the special access prices charged by our ILEC competitors
or in the elimination of regulations that increase the likelihood that ILECs will sell us special access on
reasonable terms and conditions.

In January 2005, the FCC released a notice of proposed rulemaking in which it considers the adoption of
new special access pricing regulations that could eventually result in reductions in ILEC special access prices or
constraints on the degree of pricing flexibility ILECs will continue to have. We have advocated before the FCC
that it should modify its special access pricing flexibility rules so that these services return to price-cap regulation
to protect against unreasonable price increases. The FCC is not expected to rule on special access regulation until
after the change in administration that will result from the November 2008 election, We cannot at this time
predict the outcome of this proceeding. In an order approving the Verizon/MCI mergers, the FCC conditioned its
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approval upon the combined company not increasing its rates for special access services for a period of 30
months ¢ nding July 2008, which has provided us with a period of price stability. The FCC’s Order that appro'ed
the merger of BellSouth Corporation into’ AT&T included a number of conditions that provide us with 1ate
stability and modest cost savings for special access and UNEs for 42 to 48 months ending mid to late 2010, ind
provide 1 framework for a more manageable process for renegotiating our special access and interconnection
contracts when they expire over the next few years. We cannot predict whether and the extent to which the
special azcess pricing of these carriers will increase after the expiration of these merger conditions. If the prizes
that we must pay for special access services from these carriers increase materially, our margins could be
adversely affected. ).

The ILECs have argued before the FCC that their broadband services, inctuding special access services,
shouid no longer be subject to regulation governing price and quatity of service. In August 2005, the FZC
adopted an order in the Wireline Broadband Internet Access proceeding that classified wireline broadbznd
Internet iiccess services, including the underlying transmission facilities, as unregulated services. Since the FIZC
specifica ly excluded from this classification special access and Ethernet transmission services we use for off-aet
building access, these services currently remain subject to regulation as telecommunications services. However,
Verizon has filed a petition with the FCC seeking reconsideration of the FCC’s decision to continue to regulate
these services. In addition, the ILECs have filed numerous petitions for forbearance from regulation of their
broadband special access services, including Ethernet services offered as special access. In March 2006, the FCC
allowed ¢, Verizon forbearance petition seeking deregulation of its broadband services to be granted by operation
of law a1d in October 2007 granted key portions of an AT&T petition to remove regulation of broadband
services sold to business customers. Similar rulings were granted to several smaller ILECs. As a result, the
Ethernet and OC-n high capacity data services of these carriers are no longer regulated. We and several of our
competitors have appealed the default grant of the Verizon petition and the grant of the AT&T petition. While ‘we
do not currently use these services, their de-regulation may foreclose opportunities to reach additional customers
in a manr.er that may otherwise be unavailable to us on a reasonable basis. These FCC actions did not impact the
availabili:y of the tariffed TDM special access circuits that we use for off-net building access. We expect that the
ILECs will continue to advocate deregulation of all forms of special access services, and we cannot predict the
outcome Jf the FCC’s proceedings in this regard or the likelihood of success of legislative proposals regarding
deregulat on. As a result, we cannot assure you that we will continue to be able 1o obtain special access services
at reasonable rates, on a timely basis or that the quality of service we receive will be acceptable. In the event that
we experience difficulties in obtaining high-quality, reliable, and reasonably priced service from the ILECs, the
attractiveness of certain of our services to our customers could be impaired.

We may le adversely affected by changes to the Communications Act.

Congress may consider adopting significant revisions to the Communications Act at some point over the
next several years. As part of that process, Congress may consider proposals for new statutory provisions
requiring intercarrier compensation reform and the deregulation of ILEC broadband services (including tae
eliminaticn of the incumbent local exchange carriers’ unbundling obligations and reguiations governing special
access services). The adoption of a new intercarrier compensation regime and the deregulation of ILEC
broadband service would pose the risks described above regarding analogous FCC action. The 2008 presidential
election will likely result in a change in the composition of the FCC. These changes could be either beneficial or
detriment:l for us, but cannot be predicted at this time.

The market for our services is highly competitive, and many of our competitors have significant advantages
that may adversely affect our ability to compete with them.

.

We Operate in an increasingly competitive environment and some companies may have competitive
advantages over us. Most ILECs offer substantially the same services as we offer, in some cases at higher priccs
and in sonie cases at lower prices. ILECs benefit from:

« ong-standing relationships with their customers;
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» greater financial and technical resources;

« broader network coverage;
+ the ability to subsidize local services with revenue from unrelated businesses; and

« recent regulatory decisions that decrease regulatory oversight of ILECs.

Consolidations involving ILECs, CLECs and others may result in fewer, but stronger competitors. We also
face competition from other CLECs, cable television companies and others. Our revenue and margins may also
be reduced from price cutting by other telecommunications service providers that may pressure our pricing or
require us to adjust prices for existing services upon contract renewals. In some of the markets in which we
operate we may experience intense competition for particular customers, which could adversely affect our future
revenue and margins.

Consolidation in the telecommunications industry may adversely affect our purchases of transport services.

Consolidation in the telecommunications industry may also impact some of our purchases of the local and
long haul transport services that we utilize to connect our local markets and reach customers that are not
connected to our network. Some of the carriers that supply these services are in the process of integrating their
systems with acquired systems. These integrations may cause delays in provistoning services to us and other
customers of these carriers or may affect their service quality, which could in turn have an adverse impact on our
revenue.

We depend on key personnel for our current and future performance.

Our current and future performance depends to a significant degree upon the continued contributions of our
senior management team and other key personnel. The loss or unavailability to us of members of our senior
management team or key employees could significantly harm us. We cannot assure you that we would be able to
locate or employ qualified replacements on acceptable terms for senior management ot key employees if their
services are no longer available.

We may be required to record impairment charges in the future.

Under U.S. generally accepted accounting principles, or U.S. GAAP, we are required to review the carrying
amoumts of our assets, including goodwill, to determine whether current events or circumstances warrant
adjustments to those amounts. These determinations are based in part on our judgments regarding the cash flow
potential of various assets, and involve projections that are inherently subject to change based on future events. If
we conclude in the future that the cash flow potential of any of our assets, including those acquired in the
Xspedius transaction, is significantly less than we believed at the time of purchase, and that conclusion is based
on a long-term rather than short-term trend, we may need to record an impairment charge. In 2007, we recorded
an impairment charge of $7.3 million on commercial paper investments with exposure to sub-prime mortgages
that are past their maturity dates. The carrying value of these securities after recognition of the impairment is
$14.5 million at December 31, 2007. Any additional impairment charges would have a negative impact on our
garnings.

Terrorism, a general business downturn in the U.S. or other business disruptions could affect our future
operating results.

Our operating results and financial condition could be materially and adversely affected in the event of a
catastrophic event such as a terrorist attack on the United States, or a major earthquake, fire, hurricane or similar
event that affects our central offices, corporate headquarters, network operations center or other facilities.
Although we have implemented measures that are designed to mitigate the effects of a catastrophic event, we
cannot predict the impact of such events. Qur operating resuits and financial condition could be materially and
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adverselv affected if the U.S. economy is adversely affected by a recession or other business downturn that
results ir. our customers buying less services. disconnecting services or in reduced prospects for the sale of new
services.

We depeird on third party vendors for information systems.

We have entered into agreements with vendors that provide for the development and operation of
information technology systems such as billing systems. The failure of those vendors to perform their services in
a timely and effective manner at acceptable costs could have a material adverse effect on our operations and our
ability to monitor costs, bill customers, provision customer orders, and achieve operating efficiencies.

If we do wot adapt to rapid changes in the telecommunications industry, we could lose customers or market
share.

The telecommunications industry continues to experience rapid and significant changes in technologies znd
architectures to deliver new services to customers. We expect that trend to continue into the foreseeable future.
Additicnally, we expect that these new technologies, such as VoIP, will enable new applications that will
facilitate new services both in the network as well as at customers’ premises. We believe that our future success
will depend in part on our ability to anticipate or adapt to these changes and integrate them into the infrastructure
and operations of cur business, in order to offer on a timely basis a service that meets customer needs and
demands. Our failure to obtain and integrate new technologies and applications could impact the breadth of our
product portfolio resulting in product gaps, a less differentiated product suite and a less compelling offer to
customers, as well as having a material adverse impact on our business, financial condition and results of
operations,

We must obtain access to rights-of-way and pole attachments on reasonable terms and conditions.

The development, expansion, and maintenance of our networks depend on, among other things, our ability
1o obtain rights-of-way and pole attachments as well as certain governmental authorizations and permits. In order
to compele effectively, we must obtain such rights, authorizations and permits in a timely manner, at reasonable
costs, amd on satisfactory terms and conditions. Any increase in the difficulty or cost of obtaining these rights,
authorizations or permits could adversely affect us, particularly in areas where we must compete with compan.es
that already have the necessary permits and access,

In certain cities and municipalities where we provide network services over our own fiber optic facilitics,
we pay l.cense or franchise fees for the use of public rights-of-way. The 1996 Act permits municipalities to
charge th:se fees only if they are competitively neutral and nondiscriminatory, but certain municipalities may not
conform heir practices to the requirements of the 1996 Act in a timely manner or without legal challenge. We
also face the risks that other cities may start imposing fees, fees will be increased, or franchises will not be
renewed. Some of our franchise agreements also provide for increases or renegoiiation of fees at cenain intervals,
Increases in fees may have a negative impact on our financial condition, If any of our existing franchise or
license ajreements for a particular meitropolitan area are terminated prior to their expiration date and we are
forced t¢ remove our fiber optic cables from the streets or abandon our network in place, even with
compensétion, such termination could have a material adverse effect on us.

We :urrently license fiber optic capacity from the Cable Operations in 23 of our markets, and we must
reimburse: the Cable Operations for the fees associated with the fiber optic capacity we license from them. In
some cas:s pole owners have claimed that the Cable Operations must pay pole attachments fees at the higher
telecommrunications rate as a result of our license of capacity from the Cable Operations under the Capac:ty
License Agreement, If the pole owners charge the higher telecommunications rate to the Cable Operations, we
may be rzquired to reimburse the Cable Operations for attachment fees at a higher rate. We have advocated
changes in the Federal regulatory scheme affecting pole attachments that would |, if adopted, result in rite
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neutrality among various users of pole attachments. The prospects for success on this initiative are difficult to
predict, especially in an election year.

The Cable Operations may terminate our Capacity License Agreements before expiration upon:
+ a material impairment of the licensor’s ability to provide the license by law;
« amaterial breach of the capacity license by us; or

+ the institution of any proceedings to impose any public utility or common carrier status or obligations
on the licensor, or any other proceedings challenging the licensor’s operating authority as o result of
the services provided to us under the capacity license.

If the Capacity License Agreements are terminated prior to their scheduled expiration in 2028 or are not
renewed, we may need to build, lease, or otherwise obtain fiber optic capacity. The terms of those arrangements
may be materially less favorable to us than the terms of our existing capacity license. In addition, the Capacity
License Agreements prohibit us from offering residential services or content services utilizing the licensed
capacity.

Our ability to offer residential and content services is limited by our Capacity License Agreements.

Our Capacity License Agreements with the Cable Operations prohibit us from using facilities licensed under
those agreements until 2028 to (i} engage in the business of providing, offering, packaging, marketing,
promoting, or branding (alone or jointly with or as an agent for other parties) any residential services, or
(ii) produce or otherwise provide entertainment, information, or other content services. Although we do not
believe that these restrictions will materially affect our business and operations in the immediate future, we
cannot predict the effect of such restrictions in the rapidly changing telecommunications industry. We do not
currently have plans to offer residential or content services in our service areas not covered by the Capacity
License Agreements.

We will discontinue the use of the “Time Warner” name, which may adversely affect us.

We use the name Time Warner Telecom under the terms of a Trade Name License with Time Warner lnc.
On May 1, 2007 we extended the expiration date from July 13, 2007 to June 30, 2008, or earlier upon the
occurrence of certain events. We have been conducting a branding initiative to select a new name and brand for
our business. We have authorization to change our corporate name (and amend our Restated Certificate of
Incorporation) to “TW Telecom Inc.” under the terms of an amendment to our Restated Certificate of
Incorporation that was approved by our Board of Directors and a majority of our outstanding voling power on
September 26, 2006, and must do so by July 1, 2008 unless we have changed our name to another name that does
not include “Time Warner”. We intend to conduct business under “Time Warner Telecom” pursuant to the
amended Trade Name License untit we complete our branding initiative. As a result of our branding initiative, we
could in the future adopt a different business name or seek to change our corporate name by amending vur
Restated Certificate of Incorporation. Although we believe that separate branding from Time Warner may be
beneficial to our business and may, for example, eliminate previous confusion in markets also served by Time
Warner Cable, the impact of a name change away from the well-established “Time Warner” name is uncertain
and could be adverse.

Item 1B. Unresolved Staff Comments

None
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Item 2,  Properties

W: lease network hub sites and other facility locations and sales and administrative offices in each o: the
cities i1 which we operate networks. During 2007, 2006, and 2005, rental expense for our facilities and offices
totaled approximately $51.5 million, $33.6 million, and $29.5 million, respectively. We believe that our
propertes, taken as a whole, are in good operating condition and are adequate for our business operations, We
currently lease approximately 116,000 square feet of space in Littleton, Colorado, where our corporate
headquirters are located, approximately 130,000 square feet of space in Greenwood Village, Colorado, where
our first national operations center and other administrative functions are located, and approximately 48,000
square jeet of space in O’Fallon, Missouri, where our second national operations center i$located.

Item 3.  Legal Proceedings

W2 are party to various claims and legal and regulatory proceedings in the ordinary cause of business. We
do not believe that these claims or proceedings, individually or in the aggregate, are material or will have a
material adverse effect on our business, financial condition, or results of operations.

Item 4. Submission of Matters to a Vote of Security Holders

Nc: matters were submitted to a vote of security holders during the quarter ended December 31, 2007.
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PART II

Item 5. Market for Registrant’s Common Equity, Related Stockholder Matters and Issuer Purchases of‘
Equity Securities -

Market Information

Our common stock is traded on the Nasdag Global Select Market of the Nasdaq Stock Market under the
symbol “TWTC”. The following table sets forth the high and low sales prices for the common stock for each of
the quarters of 2007 and 2006 as reported on the Nasdag Stock Market:

Em High Low
2007

R R0 131:1 s 1~ S R R R $23.97 §19.30

Second QUArter ........ ...t 21.89 18.08

Third QUATIEL . ..ot e e e ettt 23.29 16.83

Fourth QUAarter . . ... .....otutio i 24.00 19.24
2006

First QUATET . . .. vteemeeiieaiiis i ieia e aaanas s $18.73 $ 9.46

Second QUATTEE . ..o\ttt 17.98 13.43

Third QUATTET . . . .. i ettt e et inaa s 19.45 13.32

Fourth QUATLET ... ..o ot aea e e aees 21.20 17.33

Dividends

We have never paid or declared any dividends and do not anticipate paying any dividends in the near term.
The decision whether to pay dividends will be made by our Board of Directors in light of conditions then
existing, including our results of operations, financial condition and requirements, business conditions, covenants
under loan agreements and other contractual arrangements, and other factors. In addition, the indentures for our
outstanding Senior Notes and the credit agreement governing our term loan contain covenants that may limit the
amount of cash dividends on our common stock that we may pay. The credit agreement governing our unused
revolving credit facility currently prevents us from paying cash dividends on our common stock.

Number of Stockholders

As of January 31, 2008, there were 609 holders of record of our common stock.
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Perfortnance Graph

Thz following graph compares total stockholder return on our common stock since December 31, 2002, with
the Nasdaq Composite Index (U.S. and foreign companies) and the NASDAQ Telecommunications Index. The
graph aisumes that $100 was invested in our stock at the closing price of $2.11 on December 31, 2002, and that
the same amount was invested in the NASDAQ Composite Index and the Nasdaq Telecommunications Index.
Our cloiing price on December 31, 2007, the last trading day of our 2007 fiscal year, was $20.29,
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Item 6. Selected Financial Data

Selected Consolidated and Combined Financial and Other Operating Data

- t

The following table is derived in part from our audited consolidated financial statements. This information

should be read in conjunction with “Management's Discussion and Analysis of Financial Condition and Results
of Operations” and the audited consolidated financial statements and the notes thereto.

Years Ended December 31,
2007 2006 2005 2004 2003
(in thousands, except per share and operating data amounts)

Statements of Operations Data:

Revenue (1)(2):
Network SEIVICES + v v e eeie e iaanannn $ 393569 § 335996 § 341,779 § 332,577 3 361,038
VOICE SEIVICES .+ vttt e e ie e e ianes 327.246 201,968 166,808 157,905 152,789
Data and Internet Services . ..o evevivenneueens 318,269 216,419 162,834 124,805 104,576
Intercarrier compensation(3) ................. 44,595 37,992 37,306 37.800 51,188
Total revenue ... ..o 1,083,679 812,375 708,727 653,087 669,591

Costs and expenses (4):
Operating {exclusive of depreciation, amertization

and accretion shown separately below) (2)(5) .. 470,038 311,532 264,517 261,285 264,322
Selling, general, and administrative (5) .......... 296,638 228,485 193,052 178,317 172,925
Depreciation, amortization, and accretion . ....... 279,454 256,091 238,180 230,688 223904

Total costs and eXpenses ................. 1,046,130 796,108 695,749 670,290 661,151
Operating income (f0ss) ... ... ... .oiviiiian, 37,549 16,267 12,978 (17,203) 8,440
Interest and other income (expense}, net . ............ (76,818)  (115,058) {124,042)  (115,198) (93,790)
Loss before income taxes and cumulative effect of

change in accounting principle .......... ... ..., (39,269) (98,791)  (108,064)  (132,401) (85,350}
INCOME 1ax EXPEISE ... v v v e et caier i inarenns 1,000 28 — 636 1,021
Net loss before cumulative effect of change in

accounting principle ......... ... e (40,269) (98,819)  (108,064)  (133,037) (86,371)
Cumulative effect of change in accounting

principle (6) . ... .. ... — — — — 2,965
Net 0SS .« oot ie ettt e $ (40269) $ (98,819) $ (108,064) $ (133,037) $ (89,336)
Basic and diluted loss per share . .................. 3 028 § 0.80) § (0.93) § (.15} % (0.78)
Other Operating Data:
Moedified EBITDA(3)(DB) ...t $ 339,003 $ 286,023 § 251,158 § 213485 § 232344
Modified EBITDA margin G}7X9) ................ 31% 35% 35% 33% 35%
Net cash provided by operating activities ............ $ 264207 $ 174,558 § 128420 S 86,541 § 123,621
Capital expenditures .................o0iiiann. $ 259,527 $ 192,679 § 162,521 $ 171,833 § 120,697
Operating Data {as of the end of each period

presented):
Operatingnetworks . ...... ..ot 75 75 44 44 44
Route miles ...........cuuimeririianiiiiinianns 25,753 24,670 20,604 19,169 18,276
Employees . ... ... 2,859 2,784 2,034 1,986 2,009
Balance Sheet Data (as of the end of each peried

presented):
Cash and cash equivalents ........................ $ 321,531 $ 221,553 & 210,834 $ 130,052 § 353,032
Investments, short-term .. .. ........ ..o iuan — 87,900 182,689 302.454 125,561
Property, plant, and equipment, net .. ............... 1,294900  1294,112 1,226,950 1,303,092 1,363,247
Total ASSE1S .. oo v ettt e i 2,264,718 2,253,237 1,792,536 1,905,588 2,005,883
Long-term debt and capital lease obligations ......... 1,370,318 1,375,958 1,246,362 1,249,197 1,203,383
Total stockholders’ equity ........ ...t ans $ 566225 $ 552,648 § 264514 § 367158 § 497,799
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(1

2

3

1G]

(3)

(6)
7

)

Includes revenue resulting from transactions with affiliates of $13.1 miltion, $16.% million, $19.9 million, and $33.4
million in 2006, 2005, 2004, and 2003, respectively. See Note 6 to our consolidated financial statements appe:ring
elsewhere in this report for an explanation of the 2006 and 2005 transactions with affiliates.

We classify certain taxes and fees billed to customers and remitted to government authorities in revenue on a §ross
vertus net basis. Beginning January 1, 2007, we added additional fees billed to customers and remitted to governinent
authorities in our gross revenue. This has no impact on Modified EBITDA or net loss, but increased revenue,and
ope ating expenses by $14.9 million for the year end December 31, 2007. See Note 1 “Revenue” to our consoli¢ated
financial statements appearing elsewhere in the report for further discussion.

Includes favorable reciprocal compensation settlements that totaled $3.9 million in 2003.

Includes expenses resulting from transactions with affiliates of $6.6 million, $8.0 million, $6.9 million, and $5.6 million
in 2006, 2005, 2004, and 2003, respectively. See Note 6 to our consolidated financial statements appearing elsewhere in
this report for an explanation of these expenses for 2006 and 2005.

Includes the following non-cash stock-based employee compensation:

Years Ended December 31,
2007 2006 2005 2004 2003

(amqounis in thousands)
Op:rating. ... e . $355 2015 — — —
Selling, general, and administrative.................. .......... 18445 11,590 915 1,164 1,481

During 2003, we implemented Financial Accounting Standards Board Statement No. 143, Accounting for Asset
Ret rement Obligations. See Note | to our consolidated financial statements.

*Muodified EBITDA” is defined as net income or loss before depreciation, amortization, and accretion expense, intsrest
exp:nse, interest income, debt extinguishment costs, investment gains (losses), other gains (losses), impairment cha;ges.
income tax expense (benefit), cumulative effect of change in accounting principle, and non-cash stock-based
compensation. Modified EBITDA is not intended to replace operating income (loss), net loss, cash flow and other
me: sures of financial performance and liquidity reported in accordance with accounting principles generally accepted in
the United States. Rather, Modified EBITDA is a measure of operating performance and liquidity that investors may
consider in addition to such measures. Our management believes that Modified EBITDA is a standard measme of
opeating performance and liquidity that is commeonly reported and widely used by analysis, investors, and other
interested parties in the telecommunications industry because it eliminates many differences in financial, capialization,
and tax structures, as well as non-cash and non-operating charges to earnings. We believe that Modified EBITDA trends
are a valuable indicator of whether our operations are ablg to produce sufficient operating cash flow to fund working
cap tal needs, service debt obligations, and fund capital expenditures. We currenily use Modified EBITDA for these
purposes. Modified EBITDA also is used internally by our management to assess ongoing operations and is a mezusure
use] to test compliance with certain covenants of our senior notes, our revolving credit facility and our term loan. The
definition of EBITDA under our revolving credit facility, our term loan and our senior notes differs from the definition of
Mo lified EBITDA used in this table. The definition of EBITDA in cur credit facility discussed below also eliminates
certain non-cash losses within certain limits and certain extraordinary gains and thz senior notes definition eliminates
other non-cash items. However, the resulting calculation is not materiatly different for the periods presented. Modifted
EBITDA as used in this document may not be comparable to similarly titled measures reported by other companies due
to differences in accounting policies.

{8) The 1econciliation between net loss and Modified EBITDA is as follows:

ey

Year Ended December 31,

2007 2006 2005 2004 2003
{In thousands)

Neiloss ... $(40,269) (98,819) (108.,064) (133.037) (89.336)
Cu nulative effect of change in accounting

principle ... e e — — — — 2,965
Incometax expense ... ......ovevn i, 1,000 28 — 636 1,021
Interestincome . ......... o i (17.489) (20,054)  (13,220) (6,483) (5,858)
Interestexpense . . ...t 91,285 98,238 120,219 113,954 103,642
De st extinguishmentcosts ................... — 36,874 14,043 8,437 —
Other (income) loss .. ........... e 3,022 — — (710) (3,994)
De reciation, amortization and aceretion ... .. ... 279,454 256,091 238,180 230,688 223,904
Non-cash stock-based compensation ........... 22,000 13,665 — — —
Mcdified EBITDA .......... e $339,003 286,023 251,158 213485 232344

Molified EBITDA margin represents Modified EBITDA as a percentage of revenue.

30




Item 7. Management’s Discussion and Analysis of Financial Condition and Results of Operations

You should read the following discussion and analysis in conjunction with our audited consolidated
financial statements, including the notes thereto, appearing elsewhere in this report.

Overview "

We are a leading national provider of managed network services, specializing in Ethernet and transport data
networking, Internet access, local and long distance voice, VoIP and network security services to enterprise
organizations and communications services companies throughout the U.S. Our customers include, among
others, enterprise organizations in the distribution, health care, finance, and manufacturing industries, state, local
and federal government entities and long distance carriers, ILECs, CLECs, wireless communications companies,
and ISPs.

Through our subsidiaries, we operate in 75 U.S. metropolitan markets. As of December 31, 2007, our fiber
networks spanned 25,753 route miles directly connecting 8,355 buildings served entirely by our facilities
{on-net), We continue to expand our footprint within our existing markets by connecting our network into
additional buildings. We have also continued to expand our IP backbone data networking capability between
markets supporting end-to-end Ethernet and VPN connections for customers, and have also selectively
interconnected existing service areas within regional clusters with fiber optic facilities that we own or lease. In
addition, we provide on-net inter-city switched services between our markets that offer customers a virtual
presence in a remote city.

On October 31, 2006, we acquired Xspedius, thereby expanding our markets served from 44 to 75 and
increasing our market density in 12 markets that we already served. This acquisition provided us additional
opportunities to serve multi-city and multi-location customers and provide our full product portfolio in additional
markets. Qur consolidated results of operations, cash flows and financial position include those of Xspedius since
the acquisition date. '

From our formation until September 26, 2006, we had two classes of commen stock outstanding, Class A
common stock with one vote per share and Class B common stock with ten votes per share. Each share of Class
B common stock was convertible, at the option of the holder, into one share of Class A common stock. The Class
B common stock was collectively owned directly or indirectly by the Class B Stockholders. On March 29, 2006
and September 26, 2006, the Class B Stockholders completed underwritten offerings of 22.3 million shares and
43.5 million shares, respectively, of our Class A common stock, which were converted from shares of Class B
commeon stock to shares of Class A common stock immediately prior to the offerings. As a result, we have not
had shares of Class B common stock outstanding since September 26, 2006. We did not receive any proceeds
from the offerings nor did our total shares outstanding change as a result of the offerings. In June 2007, our
stockholders approved an amendment to our Restated Certificate of Incorporation, which eliminated references to
Class A and Class B common stock. As a result, no shares of Class B common stock were authorized as of
December 31, 2007 and Class A common stock authorized and outstanding as of December 31, 2006 is classified
as common stock.

Our revenue is derived primarily from business communications services, including network, voice, data,
and high-speed Internet access services. Our customer revenue mix for each of the four fiscal years ended
December 31, 2007 is as follows:

Revenue
w 2006 (1) 2005(1)  2004(1)
Enterprise /End Users . ... n, 69%  62% 58% 53%
Carrier /ISP ... e 27%  33% 37% 41%
Intercarrier Compensation .. ........... .. ccnnuen. e - 4% 5% 5% _ 6%

100% 100%  100% 0%
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(1) Our former Class B Stockholders were no longer related parties as of September 26, 2006 and as such we
ha e reclassified revenue from these customers into their respective enterprise and carrier categories.
N Our primary objéctive is to be the leading provider of high quality manag:d data and telecommunications
services, in each of our service areas, on a national basis, principally utilizing our fiber facilities and our natipnal
multipurpose 1P backbone network to offer high value voice, data, Internet, and dedicated services to become the
carrier of choice for business enterprises, governmental agencies, and other carriers. The key elements of our
busines; strategy include:

1

* Leveraging our extensive local and regional fiber networks, including those acquired through the
+  Xspedius acquisition, and IP backbone networks to increase customer and building penetration in our
existing markets:

= Increasing revenue growth by focusing on service offerings that meel the sophisticated data neecls of
our customers, such as our Ethernet and IP business-to-business VPN services, Internet-based services
and converged voice and data bundled services, and developing future service applications to enhance
our customers' voice and data networking ability;

+ Continuing to diversify our customer base and increasing revenue from enterprise customers, inclutling
businesses and local and federal governments;

¢ Pursuing selected opportunities to expand our network reach to serve new customers and additional
locations for existing customers, as evidenced by our acquisition of Xspedius; and

+ Continuing our disciplined approach to capital and operating expenditures in order to increase
operational efficiencies, preserve our liquidity and drive us towards prefitability.

Our annual revenue increased by 33% in 2007 compared to the prior yzar primarily as a result of the
contribution from the acquired Xspedius operations for the full year in 2007 as well as organic growth. Annual
revenue: increased by 15% in 2006 and by 9% in 2005, each as compared to the prior year, due to revenue growth
from owr enterprise customer base across all lines of business in each of those years as well as the contribution
from our acquired Xspedius operations of two months in 2006. Cur revenue declined by 2% in 2004 and 4% in
2003, int each case compared to the prior years as a result of general economic canditions and the downturn in the
telecommunication secior. The bankruptcy of MCI, which was our then largest customer, and the decline in
intercatrier compensation as a result of mandated rate reductions were the largest contributors to our decline in
revenug:,

Increasing consolidation in the telecommunications indusiry has occurred in recent years, and in some cases
has reduced our revenue from the customers involved. If any of our other customers are acquired or merge, we
may losie a portion of their business, which could have a significant impact on cur revenue. Consolidation could
also result in other companies becoming more formidable competitors, which could result in pressure on our
revenue growth, The consolidations involving AT&T over the past several years has and may continue to rasult
in the combined company buying less local transport service from us in SBC's and BellSouth’s former |ocal
service areas. In addition, revenue from what was formerly Cingular (now AT&T's wireless unit), which became
a wholly owned subsidiary of AT&T, has been declining since Cingular’s acquisition of AT&T Wireless in 2004
and Cingular’s acquisition by AT&T in 2006 and is expected to further decline. Revenue from AT&T's wirzless
unit represented less than 2% of total revenue for the year ended December 31, 2007 compared with
approximately 4% for the year ended December 31, 2006. AT&T's total purchases from us, including AT&T’s
wireles; unit, represented approximately 8% and 11% of our total revenue for the years ended Decembe: 31,
2007 and 2006, respectively. The revenue impact of AT&T’s acquisitions of SBC and BellSouth may be
mitigat:d by revenue commitments tn our agreement with AT&T. As a result, we do not expect that the impact of
these consolidations witl materially affect our total revenue over the next several years.

32




We have and expect to continue to experience fluctuations in our revenue in the normal course of business
from customer and service disconnects, the timing of sales and installations, ‘seasonality, customer disputes and
dispute resolutions and repricing of services upon contract renewals. However, we cannot predict the total impact
on revenue from these items or their timing. Customer and service disconnects are primarily associated with
industry consolidation, customer network optimization, cost culting. business contractions, customer financial
difficulties, or price competmon from other providers. Monthly revenue loss from disconnects averaged 1.2%,
1.2%, and 1.0% of monthly revenue in 2005, 2006 and 2007, respectively. In 2007, our revenue growth was
impacted by disconnects from customers that were negatively affected by the subprime mortgage downturn. We
cannot predict whether we will experience further customer disconnects as a result of the subprime mortgage
downturn..

Qur revenue and margins may also be reduced as a result of price-cutting by other telecommunications
service providers or by pricing pressure on certain more mature products such as long distance service, POP to
POP dedicated services and inter-city point to point transport services, especially as existing contracts expire and
we negotiate renewals. Furthermore, we expect to spend $6 to $7 million in 2008, which includes $2 mitlion in
capital expenditures, for branding related costs associated with our name change. We anticipate that these
additional costs will depress our margins.

To increase our operating margins, we have undertaken several cost reduction measures including network
grooming and pricing optimization to reduce as a percentage of revenue the overall access costs paid to carriers
and enhancing back office support systems to improve operating efficiencies. 1f our revenue declines in the
future, we cannot predict whether continued cost management will be sufficient to maintain current operating
margins.

Due to successful collection efforts aided by system enhancements, internal controls and our revenue
recognition policies, our bad debt expense remains low and represents less than 1% of our total revenue for 2007.
There is no assurance that this trend will continue,

Enterprise Customer Revenue

Revenue from enterprise customers has increased for the past 22 consecutive quarters through December 31,
2007 primarily through sales of our data and Internet products such as Ethernet. Revenue from our enterprise
customers represented 69% of our total revenue for the year ended December 31. 2007 as compared to 62% for
the same period in 2006. We expect a growing percentage of our revenue will come from our enterprise customer
base as we expand the customer base for our existing products and expand our data and Internet product offerings
to existing customers. Our expanded market footprint resulting from the acquired operations provides for new
growth opportunities for us to extend our customer reach and product portfolio into new markets. The success of
initiatives we have implemented to improve customer retention, the success of product offerings targeted at
enterprise customers, and our ability to compete for multi-location customers and the success of extending our
product portfolio into our newly acquired markets will influence our future growth rates. We may experience
fluctuations in revenue due to the timing of installations, seasonality, customer disputes, disconnections and other
factors. In addition, in the normal course of business we are re-pricing certain services to current market pricing
under existing enterprise contracts in order to obtain contract renewals. This could create downward pressure on
revenue growth from this customer base.

Carrier Customer Revenue

Revenue from carrier customers increased 7% for the year ended December 31, 2007 as compared to the
same period in 2006 due to the acquired operations. However, carrier revenue represented a smaller percentage
of our total revenue al 27% for the year ended December 31, 2007 as compared to 33% for the same period in
2006 partly due to the lower proportion of carrier revenue from the acquired business, growth in revenue from
enterprise customers, re-pricing of certain services under existing contracts, and disconnections resulting from
industry consolidations. We experienced quarterly declines in carrier revenue throughout 2007 and we expect this
trend may continue,
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Intercarrier Compensation Revenue

Iniercarrier compensation revenue consists of switched access and reciprocal compensation and represented
4% ant. 5% of our total revenue for the years ended December 31, 2007 and 2006, respectively. Intercarrier
, comper sation revenue increased 17% for the year ended December 31, 2007 over the same period last year due
“{o the acquired operations but is declining as a percentage of total revenue because of the growth in revenue {rom
enterprise customers and a decline in switched access revenue. Switched access revenue is compensatior. we
receive from other carriers for the delivery of traffic between a long distance carrier’s point of presence and an
end user’s premises provided through our switching facilities. Switched access is regulated by the FCC and state
public utility commissions. During the three month period ended December 31, 2007, we experienced a
sequential decline of 11% as compared to the three month period ended September 30, 2007 in switched access
revenue as a result of discontinuance of certain products from the acquired business and of regulatory and
contrac ual rate reductions. We expect further rate reductions in intercarrier compensation in the first quarter of
2008 ard we expect this trend to continue,

Pricing of Special Access Services

W provide special access services over our own fiber facilities in competition with ILECs, and we also
purchase special access and other services from ILECs 10 extend the reach of our network. The ILECs have
argued sefore the FCC that the broadband services that they sell, including special access services we buy from
them, should no longer be subject to regulation governing price and quality of service. If the special access
services we buy from the ILECs were to be deregulated, in whole or in part, the ILECs would have a greater
ability 1o increase the price and reduce the service quality of special access services they sell to us.

W have advocated before the FCC that it should modify its special access pricing flexibility rules so that
these services return to price-cap regulation to protect against unreasonable price increases. The FCIZ is
reviewing its regulation of special access pricing in a pending proceeding. In addition, the ILECs have filed
numeroas petitions for forbearance from regulation of their broadband special access services, including Ethernet
services offered as special access. The FCC has granted several of these petitions with the result that the Ethernet
and OC-n high capacity data services of the petitioning carriers are no longer rcgulated. We and several of our
competitors have appealed these FCC rulings. These FCC actions did not impact the availability of the tariffed
TDM special access circuits that we use for off-net building access. We expect that the ILECs will continue to
advocatz deregulation of all forms of special access services, and we cannot predict the outcome of the FCC's
proceedings in this regard or the impact of that outcome on our business.

In 2005, we negotiated a five-year wholesale service agreement with AT&T Inc. (formerly $BC
Communications Inc.) under which AT&T will supply us with special access and other services for end user
access ¢nd transport with certain service level commitments through 2010 in SBC’s former 13 state local service
territorizs. We have agreed to maintain certain volume levels in order to receive specified discounts and other
terms and conditions, and are subject to certain penalties for early termination of the contract, We have a similar
three year agreement with AT&T for the former BellSouth service area that coramenced in 2005. However, we
do not have similar agreements with the other ILECs and could be subject to significant price increases in the
special .iccess services we buy from these carriers,

Former Related Party Revenue and Expense

As a result of the secondary offering completed on September 26, 2006, the Class B Stockholders are: no
longer rzlated parties. In the normal course of business, we have engaged in various transactions with affiliates of
our fortier Class B Stockholders, generally on negotiated terms that, in management's view, result in reasonable
arms-length terms. We provide network, data and Internet and voice services to affiliates of our former Class B
Stockhclders including Time Warner Cable, Time Warner Inc. and Bright House Networks, LLC. We do not
expect tae revenue generated from these entities 1o change matenally because they are no longer related parties,
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Since 1998, we have been party to capacity license agreements with Time Warner Cable that provides us
fiber capacity access to local rights-of-way and construction cost sharing until 2028. We have similar
arrangements with Bright House and with Comcast Corporation, as successor to Time Warner Cable’s cable
systems in three markets. These arrangements were not impacted by the Class B Stockholders’ sale of their
shares of our common stock. We pay these providers negotlated fees for facility maintenance and reimburse them
for our allocable share of pole rental costs on an _ongoing basns These maintenance and pole rental costs are
included in our operating expenses.

Name and Branding-Change

We amended our-existing Trade Name License Agreement with Time Warner Inc. to extend the term of our
license to use the name “Time Warner” until June 30, 2008. By that date we must change our name to TW
Telecom or another name that does not include “Time Warner.” Effective September 12, 2006, Time Warner Inc.
granted us a perpetual license to use “TW Telecom” and “TWTC” in our communications and related
technologies and service business in North America. We are conducting a branding initiative to select a new
name for our business and intend to continue to use the name “Time Warner Telecom™ pursuant to the amended
Trade Name License Agreement until we complete that initiative. We have incurred approximately £1 million in
branding costs for the year ended December 31, 2007 and expect to spend an additional 36 to $7 million
including $2 million in capital expenditures for that purpose throughout 2008, primarily in the second and third
guarters.

Integration and Acquired Operations

We acquired Xspedius with the expectation that the acquisition would result in benefits to the combined
companies. Achieving the benefits of the acquisition depends in part on the successful integration of Xspedivs’
and our operations in a timely and efficient manner. To date, we achieved substantial progress integrating the
Xspedius acquired operations with ours through three major integration initiatives:

+  Organizational Integration — Our organizationa! integration is complete, resulting in a single
organization for sales, customer care, field operations, marketing and headquarter functions, and two
integrated national operations centers, each with the capability to provision nationwide across our
customers and our major products.

+  Systems Integration — We now have a common data and system infrastructure serving all customers
nationwide. We completed our major systems integrations, including human resources, financial, sales,
customer management, billing, provisioning, network and surveillance systems resulting in a common
platform for these functions. These systems integrations were designed as a foundation to maximize
operating efficiencies and expand our scalability to serve growing market demand.

"« Network Integration — We have fully integrated our transport, voice, IP, long distance and national
$S7 signaling networks, enabling our full product suite in the majority of the acquired markets. We
completed our rollout of additional product capabilities to our 12 overlap markets plus an additional 10
new markets acquired through Xspedius and have begun selling our full product suite in these markets
and have initiated rolling out service to 4 additional markets. In addition, we continue 1o optimize,
groom and migrate network circuits.

We incurred $5.6 million in expense and $30.1 million of integration capital expenditures for the year ended
December 31, 2007 in connection with the integration of Xspedius. We expect to spend $8 to $12 million in
integration capital expenditures in 2008. The remaining integration work will consist primarily of network
optimization and grooming to reduce the volume and costs of off-network services in the acquired operations,
network enhancements and equipment to enable the deployment of our advanced services in the 4 additional
acquired markets, and process refinement to optimize the integrated systems and organization.
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Our acquisition of Xspedius resulted in lower consolidated margins as a result of higher operating costs,
especially network costs, in relationship to revenue in the acquired business and the integration costs discussed
above. The acquired operations sold a higher proportion of services utilizing the facilities of other carriers than
our histcrical operations- have done, resulting in lower gross margins and Modified EBITDA margins (Modified
EBITDA. as a percentage of revenue) than we experienced prior to the acquisitior.- In addition, the integration of
the acquired operations, including our national IP and transport networks and back office and other support
systems, to provide a common platform in which to offer our products and services in the acquired markats,
resulted in higher costs. :

We have integrated the acquired operations with our operations with the expectation that we will achizve
synergies through cost reductions, The impacts of our integration activities have been reflected in expanding
Modified EBITDA margins over the past few quarters. We anticipate achieving mid 30% Modified EBITDA
margins during the summer of 2008. However, as in the past, we expect our Modified EBITDA margins to
continue to be impacted by integration costs and synergies as well as the timing of sales, installations, seasonality
and othe: normal business fluctuations. As a result, there is no assurance that our Modified EBITDA margins will
reach the targeted level when anticipated, or at all, or if reached will remain at that level.

Critical Accounting Policies and Estimates

We prepare our financial statements in accordance with accounting principles generally accepted in the
United States, which require us to make estimates and assumptions that affect reported amounts and related
disclosures. We consider an accounting estimate to be critical ift

* it requires assumptions to be made that were uncertain at the time the estimate was made; and

+ changes in the estimate or different estimates that could have been selected could have a material
impact on our consolidated results of operations or financial condition.

Goodwili

We perform impairment tests at least annually on all goodwill and indefinite-lived intangible assets as
required »y Financial Accounting Standards Board (“FASB”) Statement No. 142, Goodwill and Other Intangible
Assets (“SFAS 142”). Qur goodwill and indefinite-lived intangible assets have grown significantly due to our
acquisition of Xspedius and the related purchase price allocation. SFAS 142 requires goodwill to be assigned to a
reporting unit and tested using a consistent measurement date, which for us is the fourth quarter of each year or
more frequently if impairment indicators arise. For purposes of testing goodwill for impairment, our goodwill has
been assigned to our one consolidated reporting unit, Potential impairment is indicated when the book value of a
reporting unit, including goodwill, exceeds its fair value. If a potential impairment exists, the fair value of the
reporting unit is compared to the fair value of its assets and liabilities, excluding goodwill, to estimate the
implied “7alue of the reporting unit’s goodwill. If an impairment charge is deemed necessary, a charge is
recognized for any excess of the book value over the implied fair value. We determine fair value by performing
internal valuation analyses using discounted cash flow, which is a widely accepted valuation technigue.
Considerable management judgment is necessary to estimate the fair value of assets using inputs such as discount
rate and :erminal value, among others; accordingly, actual results could vary significantly from estimates. Cur
2007 asscssment resulted in the determination that the book value of our reporting unit does not exceed its fair
value, A aypothetical 20% reduction in the projected Modified EBITDA would nct result in an impairment as of
December 31, 2007.

Impairment of Long-lived Assets

We periodically assess our ability to recover the carrying amount of property, plant and equipment and
intangible: assets, which requires an assessment of risk associated with our abtlity to genéra_te sufficient future
cash flows from these assets. If we determine that the future cash flows expected ro be generated by a particular
asset do rot exceed the carrying value of that asset, we recognize a charge to write down the value of the asset to
its fair value.
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Estimates are used to determine whether sufficient cash flows will be generated to recover the carrying
amount of our investments in long term assets. The estimates are made for each of our 8 regions. Expected future
cash flows are based on historic experience and management’s expectations of future performance. The,
assumptions used represent our best estimates including market growth rates, future pncmg, market acceptance
of our products and services and the future capital investments necessary. 1=

Our 2007 assessment resulted in the determination that the eslimated future undiscounted cash flows for
each region exceeded the carrying value of its long lived assets. If we were to change assumptions in such a way
as 1o reduce the amount of future cash flows expected from any particular asset, in some cases we could be
required to recognize déset impairment losses in our results of operations.’A hypothetical 20% reduction in the
projected Modified EBITDA for each region would not result in an impairment as of December 31, 2007.

Regulatory and Other Contingencies

We are subject to significant government regulation, some of which is uncertain due to legal challenges of
existing rules. Such regulation is subject to different interpretations and inconsistent application, and has
historically given rise to disputes with other carriers and municipalities regarding the classification of traffic,
rights-of-way, rates and minutes of use.

Management estimates and reserves for the risk associated with regulatory and other contingencies. These
estimates are based on assumptions and other considerations including expectations regarding regulatory rulings,
historic experience and ongoing negotiations. We evaluate these reserves on an ongoing basis and make
adjustments as necessary. A 10% unfavorable or favorable change in the estimates used for such reserves would
have resulted in approximately a $9.2 million increase or $8.7 million decrease, respectively, in net loss for the
year ended December 31, 2007,

Deferred Tax Accounting

We have a history of net operating losses (“NOLs") for tax purposes. As a result, our balance sheet reflects a
net deferred tax asset that represents the tax benefit of net operating loss carryforwards and timing differences
between book and tax recognition of certain revenue and expense items, net of a valuation allowance. When it is
more likely than not that all or some portion of deferred tax assets may not be realized, we establish a valuation
allowance for the amount that may not be realized. Al December 31, 2007, our net deferred tax asset after a
valuation allowance of $331.7 million was $58.8 million.

We have concluded that it is more likely than not that the net deferred tax asset will be realized through the
utilization of tax-planning strategies including the sale and leaseback of certain of our high-value, low-basis
assets to generate gains to which the NOLSs can be applied. We base our analysis on discounted expected future
cash flows and our expectations regarding the size of transaction that would be allowable under financing
agreements that may be in place at the time we implement strategies to utilize the benefit of the NOLs. The
assumptions approximate our best estimates including market growth rates, future pricing, market acceptance of
our products and services, future expected capital investments and discount rates,

At December 31, 2007 we had net operating loss carryforwards for federal income tax purposes of
approximately $1.1 billion. These net operating loss carryforwards, if not utilized to reduce taxable income in
future periods, will expire in various amounts beginning in 2019 and ending in 2026.

The Tax Reform Act of 1986 contains provisions that limit the utilization of net operating losses if there has
been a “change of ownership’ as described in Section 382 of the Internal Revenue Code. As a result of the sale of
our common stock by the Class B Stockholders in September 2006, we experienced a change of ownership on
September 26, 2006. We have evaluated the impact of these provisions on our financial statements, and have
concluded that the Section 382 limitation does not have a material impact on our net deferred tax asset position.
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Revenue and Receivables

Our services are complex and our tariffs and contracts may be correspondingly complex and subject to
interpretations that cause disputes over billing. In addition, changes in and interpretations of regulatory rulings
create ucertainty and may cause disputes over minutes of use, rates or other provisions of our service. As such,
we defe: recognition of revenue until cash is collected on certain of our components of revenue, such as contract
termination charges. We also reserve for customer billing disputes until they are resolved even if the customer
has alre:dy paid the disputed amount.

We estimate the ability to collect our receivables by performing ongoing credit evaluations of our
customers’ financial condition, and provide an allowance for doubtful accounts based on expected collection of
our receivables. Our estimates are based on assumptions and other considerations, including payment history,
credit ratings, customer financial performance, industry financial performance and aging analysis. As a result of,
among other things, an improvement in our collection activities and our overall receivables management, our
aliowans:e for doubtful accounts as a percentage of gross receivables has improved from 19% as of December 31,
2005 10 15% at December 31, 2006 and to 14% at December 31, 2007.

Stock-Besed Compensation

Dwing the first quarter of 2006, we adopted the fair value method of accounting for stock-based
compensation using the modified prospective method of transition as outlined in Financial Accounting Standards
Board Siatement No. 123R, Share-Based Payment (“SFAS 123R™). Under SFAS 123R, the estimated fair value
of stock-based compensation is recognized as compensation expense. The estimatzd fair value of stock options is
expense«| on a straight-line basis over the expected term of the grant. Prior to January 1, 2006, we accounted for
stock-based employee compensation plans using the intrinsic value method of accounting in accordance with
Account ng Principles Board Opinion Ne. 25, Accounting for Stock Issued 10 Employees (“APB 257), and its
related interpretations. Under the provisions of APB 25, no compensation expense was recognized when stock
options vere granted with exercise prices equal to or greater than market value on the date of grant.

Uncer the modified prospective method of transition that we adopted January 1, 2006, compensation
expense recognized includes: (a} compensation cost for all share-based payments granted prior to, but not yet
vested a; of January 1, 2006, based on the grant date fair value estimated in accordance with the original
provisiots of Financial Accounting Standards Board Statement No. 123, Accounting for Stock-Bared
Compencation (“SFAS 123™), and (b} compensation costs for all share-based payments granted subsequent to
January |, 2006, based on the grant date fair value estimated in accordance with the provisions of SFAS 127R.
Under th: modified prospective method of transition, we did not restate our prior period financial statements to
reflect expensing of stock-based compensation. Therefore, the results of December 31, 2007 and 2006 are not
directly comparable to December 31, 2005; however, we provide comparative net loss and net loss per share on a
pro-forma basis in Note 1 to the consolidated financial statements under the provisions of SFAS 123, We use the
Black-Scholes pricing mode! to estimate the fair value of the stock-based compensation as of the grant date. The
Black-Scholes model by its design is dependent upon key data inputs estimated by management such as expec:ed
volatility, expected term and expected dividend yicld, See Note | and Note 8 to the consolidated financial
statemen' s for a complete discussion of our stock-based compensation plans.

Valuation of Acquired Assets and Liabilities

In connection with our acquisition of Xspedius on October 31, 2006, as required by FASB Statement
No. 141, Business Combinations, the purchase price was allocated to the assets acquired and liabilities assumed
based on their estimated fair values as of the closing of the merger, with the amounts exceeding the fair vaiue
recorded as goodwill. The fair values of the assets acquired and the liabilities assumed were determined using a
cost approach, market approach or income approach, Under the cost apprcach, we have estimated (he
replacem:nt cost of certain tangible assets and applied a depreciation factor to reflect economic deterioration.
When appropriate, we have applied a market approach which utilizes avatlable merket rate information 1o assess
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fair value for specific tangible assets. Additionally, we have applied an income approach to value the business
enterprise and certain intangible assets which relies upon a discounted cash flow model that utilizes various
estimates. These estimates include variables such as: customer attrition ratés, gross margin percentages,
synergies, economic useful lives of tangible assets, capital replacement costs, and discount rates.

Other Estimates

There are other accounting estimates reflected in our consolidated financial statements, including reserves
for certain losses, compensation accruals, unpaid claims for medical and other self-insured plans and property
and other tax exposures that require judgment but are not deemed critical in nature.

During the'year ended December 31, 2007, we recognized a loss of $7.3 million on commercial paper with
exposure to sub-prime mortgages that is past its maturity date. The carrying value of these securities after
recognition of the loss is $14.5 million at December 31, 2007 and are classified as long term investments in the
consolidated balance sheet. The carrying value of these securities represents an estimate of the fair value of the
investments at December 31, 2007 based on data from financial advisors to fiduciaries for the commercial paper
holders.

We perform reviews to determine depreciable lives for our property, plant and equipment. During the first
quarter of 2007, we evaluated the depreciable life used for fiber assets and determined that to better reflect the
economic utilization of those fiber assets, the lives were extended from 135 years to 20 years, or the lease term, if
shorter, for leased fiber assets. This change in estimate, effective as of January 1, 2007, was accounted for
prospectively, in accordance with FASB Statement of Financial Accounting Standards No. 154, Accounting
Changes and Error Corrections. This change lowered depreciation expense and reduced net loss by $19.2
million, or approximately $0.13 per share, for the year ended December 31, 2007. '

We believe the current assumptions and other considerations used to estimate amounts reflected in the
consolidated financial statements are appropriate. However, if actual experience differs from the assumptions and
other considerations used in estimating amounts reflected in the consolidated financial statements, the resulting
changes could have a material adverse effect on our results of operations and, in certain situations, on our
financial condition,

New Accounting Pronouncements

In August 2007, the FASB proposed FASB Staff Position (“FSP”) APB 14-a, “Accounting for Convertible
Debt Instruments That May Be Settled in Cash (Including Partial Cash Settlement) upon Conversion.” The FSP
would require certain convertible debt instruments to be separated into debt and equity components at issuance
and a value to be assigned to each. The value assigned to the debt component would be the estimated fair value,
as of the issuance date, of a similar bond without the conversion feature. The difference between the bond cash
proceeds and this estimated fair value would be recorded as a debt discount and amortized to interest expense
over the life of the bond. If adopted, this FSP would change the accounting treatment for our convertible
debentures. Although FSP APB 14-a would have no impact on our actual past or future cash flows, this new
accounting treatment is expected to materially impact our results of operations and non-cash interest expense
beginning in fiscal year 2009 for financial statements covering past and future periods. It is expected that the
proposed change in accounting treatment would be effective for calendar year companies in 2009, and applied
retroactively if adopted in its current form. Until the final FSP is ultimately adopted and issued by the FASB in
its final form, we cannot determine the precise impact of the change in accounting treatment, however in its
current form is expected to be material. '

In September 2006, the FASB issued SFAS No. 157, Fair Value Measurement (“SFAS 157”) which defines
fair value, establishes a framework for measuring fair value in generally accepted accounting principles and
expands disclosures about fair value measurements. This statement applies to other accounting pronouncements
that require or permit fair value measurements. The Company is required to adopt SFAS 157 on a prospective
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basis effective Janoary 1, 2008. Subsequent to the issuance of SFAS 157, the FASB deferred the effective date
for one year for all nonfinancial assets and nonfinancial liabilities, except for those items that are recognized or
disclosed at fair value in the financial statements on a recurring basis. The Company does not expect the adoption
of SFAS 157 will have a material impact on its financial position and results of operations.

In February 2007, the FASB issued SFAS No. 159, The Fair Value Opiion for Financial Assets and
Financia.' Liabilities (“SFAS 159""). The fair value option established by SFAS 159 permits entities 1o choose to
measure :ligible financial instruments at fair value. The unrealized gains and losses on items for which the fair
value opiion has been elected should be reported in earnings. The decision to elect the fair value option is
deternine:d on an instrument by instrument basis and is irrevocable, Assets and labilities measured at fair value
pursuant to the fair value option should be reported separately in the balance sheet from those instruments
measured using other measurement attributes. This statement is effective beginning January 1, 2008. The
Company currently does not plan to elect the fair value option on its existing financial assets and financial
liabilities upon adoption of SFAS 159. ’ '

In Cecember 2007, the FASB issued SFAS No. 141 (revised 2007), “Business Combinations” (“SFAS
141R”), £FAS 141R establishes the principles and requirements for how an acquirer: 1) recognizes and measures
in its financial statemnents the identifiable assets acquired, the liabilities assumed, and any noncontrolling interest
in the accuiree; 2) recognizes and measures the goodwill acquired in the business combination or a gain from a
bargain purchase; and 3) discloses the business combination. The statement is effective beginning January 1,
2009. The provisions of SFAS 141(R) will only impact us if we are party to a business combination after the
pronouncement has been adopied.
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Results of Operations

The following table sets forth certain data from our consolidated financial statements presented in thousands

of dollars and expressed as a percentage of total revenue. This table should be read together with our audited
consolidated financial statements, including the notes thereto, appearing elsewhere in this report:

Years Ended December 31,
2007 2006 2005
(amounts in thousands, except per share amounts)

Statements of Operations Data:

Revenue (1)(2):
Network ServiCes . ..o ovvn i iieeerennnn $ 393569 36% $ 355996 44% $ 341,779 48%
VOICE SETVICES - o oot v vt ieinerennnense 327,246 30 201,968 25 166,808 24
Data and Internet services .............-.. 318,269 30 216,419 26 162,834 23
Intercarrier compensation . ............... 44,595 4 37,992 ‘_5 37,306 5
Totalrevenue . .......covvevinnnrnn- 1,083,679 100 812,375 100 708,727 100

Costs and expenses (3):

Operating (exclusive of depreciation,
amortization, and accretion shown

separately below) (2}4) ............... 470,038 43 311,532 38 264,517 37
Selling, general, and administrative (4) ..... 296,638 27 228,485 28 193,052 27
Depreciation, amortization, and accretion . . . . 279454 25 256,091 _3_2 238,180 ﬁ

Total costs and expenses ............. 1,046,130 _gz 796,108 _‘ﬁ 695,749 ﬁ
Operaling income . .......vvreunnrerennnsas 37,549 3 16,267 2 £2,978 2
Interest BXpense ... .. ...t innnn. (91,285) (8) (98,238) (12)- (120,219) (17)
Debt extinguishment costs .. ..............0..., —_ - (36,874) @) 14,043y (2
INteresSt INCOIME .. .o v i et et iea e as 17,489 2 20,054 2 13,220 2
Other income (loss), net .......... ..., (3,022) — - = — —
Loss before inCOMe taXes ......ovvveeenannns (39,269) (4) (98,791) (12) (108,064) (15)
INCoOme tax eXpense .. ......coomuiiunrran.. 1,000 — 28 — - =
NetlOSS ottt it e i e $ (40,269) __(i)% $ (98,819) (12)% $(108,064) _(_1_5)%
Basic and diluted loss per common share . ....... $ (0.28) $ (0.8 $ (09
Weighted average shares outstanding, basic and

diluted . ... e 144,956 124,078 116,315
Modified EBITDA (5)(6) ... ...t $ 339,003 31% $286,023 35% $ 251,158 35%
Net cash provided by operating activities ........ 264,207 174,558 128,420
Net cash used in investing activities ............ (188,571) (300,923) (35,255)
Net cash provided by (used in) financing

ACHVILIES o o vt v et e e e ie e 24,342 137,084 (12,383)
(1) Inciudes revenue resulting from transactions with affiliates of $13.1 million and $16.9 million in 2006 and

@

3)

2005, respectively. See Note 6 to our consolidated financial statements appearing elsewhere in this report
for an explanation of these transactions.

We classify certain taxes and fees billed to customers and remitted to government authorities in revenue on
a gross versus net basis. Beginning January 1, 2007, we added additional fees billed to customers and
remitted to government authorities in our gross revenue. This has no impact on Modified EBITDA or net
loss, but increased revenue and operating expenses by $14.9 million for the year end December 31, 2007.
See Note 1 “Revenue” to our consolidated financial statements appearing elsewhere in the report for further
discussion,

Includes expenses resulting from transactions with affiliates of $6.6 million and $8.0 million in 2006 and
2005, respectively. See Note 6 to our consolidated financial statements appearing elsewhere in this report
for an explanation of these transactions.
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(4) Includes the following non-cash stock-based employee compensation:
Years Ended December 31,
2007 2006 2005
(amounts in thousands)
OpeIating . .. it e e e $ 3,555 2,075 —
Selling, general, and administrative ........................ 18,445 11,590 915

(3)

“Molified EBITDA” is defined as net income or loss before depreciation, amortization and accretion
expense, interest expense, interest income, debt extinguishment costs, other gains {losses), impairment
charjres, income tax expense (benefit), cumulative effect of change in accounting principle, and non-cash
stock-based compensation. Modified EBITDA is not intended to replace operating income (loss), net loss,
cash flow and other measures of financial performance and liquidity reported in accordance with accounting
principles generally accepted in the United States. Rather, Modified EBITDA is a measure of operating
perfermance and liguidity that investors may consider in addition to such measures. Qur management
believes that Modifted EBITDA is a standard measure of operating performance and liquidity that is
commonly reported and widely used by analysts, investors, and other interested parties in the
telec ommunications industry because it eliminates many differences in financial, capitalization, and tx
structures, as well as non-cash and non-operating charges to earnings. We believe that Modified EBITDA
trends are a valuable indicator of whether our operations are able to produce sufficient operating cash flow
to fund working capital needs, service debt obligations, and fund capital expenditures, We currently use
Mod fied EBITDA for these purposes. Modified EBITDA also is used internally by our management to
assess ongoing operations and is a measure used to test compliance with certain covenants of our senior
notes, our revolving credit facility and our term loan. The definition of EBITIDA under our revolving creclit
facility, our term loan and our senior notes difters from the definition of Modified EBITDA used in this
table. The definition of EBITDA in our credit facility discussed below also eliminates certain non-cash
losses within certain limits and certain extraordinary gains and the senior notes definition eliminates othzr
non-:ash items. However, the resulting calculation is not materially different for the periods presentel.
Mod: fied EBITDA as used in this document may not be comparable to similarly titled measures reported by
other companies due to differences in accounting policies. The reconciliation between net loss and Modified
EBITDA is as follows:

Year Ended December 31,
2007 2006 2005
(In thousands}

NEL LSS L i e s $(40,268)  (98.819) (108,064)
IncoIne tax EXPense . . ..o vttt e e 1,000 28 —
Other (income) 1088 . . . ..ot e e e s 3,022 — —
INtereSt INCOME . . o ittt et e et et e s (17,48%) (20,054)  (13,220)
Interest expense . ... ...t e 91,285 98,238 120,219
Debt extinguishment costs ...... ... ... ... ... ... .. ... .. —_ 36,874 14,043
Depr:ciation, amortization and accretion . .. ................. 279,454 256,091 238,180
Non-zash stock-based compensation ....................... 22,000 13,665 —
Modified EBITDA ... ... e $339,003 286,023 251,158

(6) Modified EBITDA margin represents Modified EBITDA as a percentage of revenue.

On Cctober 31, 2006, we completed the acquisition of Xspedius. The results of operations, cash flows and
financial position of the acquired operations are included in our consolidated financial statements for the full year
ended December 31, 2007 and from the acquisition date for the year ended December 31, 2006. Al amoun's
indicated are consolidated, including the results of the acquired operations, unless otherwise indicated.

42




Operating results include the impact of a reclassification of certain taxes and fees billed to customers and
remitted to government authorities that are now presented on a gross versus net basis in revenue and operating
expense, which resulted in an increase in total revenue and operaling expenses of $14.9 million for the year
ended December 31, 2007 over the same period last year.

Year Ended December 31, 2007 Compared to Year Ended December 31, 2006

Revenue., Total revenue increased $271.3 million, or 33%. to $1.1 billion for the year ended December 31,
2007 from $812.4 million for the comparable period in 2006. Contributing to the growth in revenue was the
impact of our acquired operations and increased data and Internet services revenue from sales to enterprise
customers and the change in 2007 to present certain additional taxes and fees on a gross versus net basis of $14.9
million: :

Data and Internet services revenue increased $101.9 miilion, or 47%, to $318.3 million for the year ended
December 31, 2007 from $216.4 million for the comparable period in 2006. The increase in data and Internet
services revenue primarily resulted from growth from enterprise customers, our Ethernet and IP-based product
sales and the impact of our acquired operations,

Revenue from network services increased $37.6 million, or 11%, to $393.6 million for the year ended
December 31, 2007 from $356.0 million for the comparable period in 2006. The increase in network services
revenue was primarily from our acquired operations, new sales to enterprise and carrier customers and the
change in 2007 to present certain additional taxes and fees on a gross versus net basis of $5.8 million and was
partially offset by a decline in revenue from AT&T’s wireless unit resulting from AT&T's consolidation activity
as well as other disconnects.

Voice services revenue increased $125.3 million, or 62%, to $327.2 million for. the year ended
December 31, 2007 from $202.0 million for the comparable period in 2006. The increase was predominately
from the impact of the Xspedius acquisition as well as growth in sales of bundled voice products and the change
in 2007 to present certain additional taxes and fees on a gross versus net basis of $9.1 million.

Intercarrier compensation revenue, including reciprocal compensation and switched access, increased $6.6
million, or 17%, to $44.6 million for the year ended December 31, 2007 from $38.0 million for the comparable
period in 2006. The increase was predominately from the acquired operations somewhat offset by discontinued
products from the acquired business and regulatory and contractual rate reductions.

Operating Expenses. Qur operating expenses consist of costs directly related to the operation and
maintenance of our networks and the provisioning of our services. These costs include the salaries and related
expenses of customer care, provisioning, network maintenance, technical field and network operations and
engineering personnel, costs to repair and maintain our network, and costs paid to other carriers for access to
their facilities, interconnection, and facilities leased and associated utilities. We carry a significant portion of our
traffic on our own fiber infrastructure, which enhances our ability to control access costs, which are the costs
purchased network services from other carriers. Operating expenses increased $158.5 million, or 51%, to
$470.0 million for the year ended December 31, 2007 from $311.5 million for the comparable period in 2006.
The increase is primarily due to our acquired operations, revenue growth that contributed to higher direct costs
associated with serving our customers, an increase in employee costs related to annual merit-based salary
increases that were effective in the first quarter and a larger employee base, and the change in 2007 to present
certain taxes and fees on a gross versus net basis. Operating expenses were 43% of total revenue for the year
ended December 31, 2007 compared to 38% of total revenue for the same period in 2006. The increase in
operating expenses as a percentage of revenue compared to last year is driven by the acquired operations, which
sold a higher proportion of services utilizing the facilities of other carriers than our core business, thereby
incurring higher access costs and the change in 2007 to present certain additional taxes and fees on a gross versus
net basis. These cost increases were somewhat offset by integration synergies. We expect to continue (o achieve

' *
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cost synergies by migrating some of these facilities onto our own network and through other network groomi 1g
and optimization activities intended to reduce costs and increase margins in the acquired operations.

Selling, General, and Administrative Expenses. Selling, general, and administrative expenses consist of
salaries a1d related costs for employees and other expenses related to sales and marketing, bad debt, information
technolopy, billing, regulatory, administrative, and legal functions. Selling, general, and administrative expenses
increased $68.2 million, or 30%, to $296.6 million for the year ended December 31, 2007 from $228.5 million
for the comparable period in 2006. The increase is primarily due to the acquired operations and relatad
integration costs and an increase in employee compensation costs due to annual rnerit-based salary increases, a
larger enployee base, grants of non-cash stock-based compensation, higher commissions due to increased
revenue, an increase in bad debt expense and costs related to our branding initiative. Selling, general, and
administrative expenses were 27% of total revenue for the year ended December 31, 2007 as compared to 28%
for the co nparable period in 2006.

Depreciation, Amortization, and Accretion Expense. Depreciation, amortization, and accretion expense
increased $23.4 million, or 9%, to $279.5 million for the year ended December 31, 2007 from $256.1 million for
the comparable period in 2006. The increase was primarily attributable to additions to property, plant and
equipmen: made during 2006 and 2007 as well as increased depreciation and amortization expense as a result of
the acquirzd Xspedius assets. These increases were partially offset by a reduction ir. depreciation as certain assets
became filly depreciated and a reduction of $19.2 million from the extension of the depreciable life of our fibzr
assets from 15 years 10 20 years. See “Change in Accounting Esrimate” in Note 1 to our consolidated financial
statements.,

Inter:zst Expense. Interest expense decreased $7.0 million, or 7%, to $91.3 million for the year ended
December 31, 2007 from $98.2 million for the comparable period in 2006. The decrease is due to lower effective
interest ra‘es as a result of debt refinancings we completed in 2006 and was partially offset by an increase in total
debt as a rzsult of the acquisition of Xspedius.

Debt Extinguishment Costs. There were no debt extinguishment costs for the year ended December 31,
2007. The debt extinguishment costs in 2006 resuvited from the refinancings in 2006 and consist of $25.1 millicn
in cash pald for call premiums and $11.8 million in non-cash write offs of deferred debt issuance costs from the
early retirement of $400 million 10Y8% Senior Notes, $240 million Senior Secured Floating Rate Notes, a $200
million term loan B Facility and the replacement of a $110 million revolving credit facility.

Interest Income. Interest income decreased $2.6 million, or 13%, to $17.5 million for the year ended
December 31, 2007 from $20.1 million for the comparable period in 2006. The decrease is due to lower average
investmen balances partially offset by higher average interest rates on such balances.

Other Income (Loss). During the year ended December 31, 2007, we recognized a $7.3 million loss that
represents an impairment associated with commercial paper investments we hold past the maturity date and have
exposure to sub-prime mortgages. See Note 3 to our consolidated financial statements. This loss was partially
offset by a $4.3 million deferred gain on the sale of assets.

Incon-e Taxes. Income tax expense was $1.0 million for the year ended December 31, 2007 compared to $0.03
million for the comparable period in 2006 for state income taxes. During 2002, we established a valuation
allowance or deferred taxes, As of December 31, 2007, our valuation allowance was $331.7 million, which reduces
our net def2rred tax asset. As of December 31, 2007, net deferred tax assets were $58.8 million. We believe that it is
more likelr than not that our net deferred tax assets will be realized through future taxable income. The $58.3
million in net deferred tax assets represents our best estimate of the assets that would be realizable utilizing tax
planning strategies in the event that loss carryforwards were due to expire, which begins in 2019,

Net Loss and Modified EBITDA. Net loss decreased $58.6 million, or 59%, to $40.3 million, a loss of $0.23
per share, for the year ended December 31, 2007 from $98.8 million, a loss of $0.80 per share, for the
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comparable period in 2006. The change primarily resulted from an increase in revenue of $271.3 million, a
decrease in debt extinguishment costs of $36.9 million, a decrease in interest expense, net of interest income, of
$4.4 million as a result of the 2006 debt refinancings, and the $4.3 million deferred gain on the sale of assets.
These factors were partially offset by increased operating expenses and selling, general and administrative
expenses as described above, higher depreciation, .amortization and accretion expense of $23.4 million resulting
from continued investment in property, plant and equipment and the acquired Xspedius assets, and the §7.3
million investment loss. Modified EBITDA increased $53.0 million to $339.0 million, or 31% of revenue for the
year ended December 31, 2007, from $286.0 million, or 35% of revenue from the comparable period in 2006.
The increase in Modified EBITDA resulted from higher revenue somewhat offset by higher operating expenses
and selling, general and administrative expenses associated with the acquired operations and selling, installing
and maintaining the services for the higher revenue stream. The decrease in Modified EBITDA margin was the
result of higher operating expenses in our acquired operations and related integration expenses and increased
access costs resulting from revenue growth, as well as costs related to integration and our branding initiative.

Modified EBITDA is defined as net income or loss before depreciation, amortization and accretion expense,
interest expense, interest income, debt extinguishment costs, other gains (losses), impairment charges, income tax
expense or benefit, cumulative effect of change in accounting principle, and non-cash stock-based compensation.
We believe that Modified EBITDA is a standard measure of operating performance and liquidity that is
commonly reported and widely used by analysts, investors, and other interested parties in the
teleccommunications industry’ because it eliminates many differences in financial, capitalization, and tax
structures, as well as non-cash and non-operating income or charges to earnings. Modified EBITDA is not
intended to replace operating income (loss), net income (loss), cash flow, and other measures of financial
performance and liquidity reported in accordance with generally accepted accounting principles. We use
Modified EBITDA internally to assess on-going operations and it is the basis for various financial covenants
contained in our debt agreements. Although we expect to continue to generate positive Modified EBITDA in the
future as we expand our business in existing markets, there is no assurance that we will sustain the current level
of Modified EBITDA or sufficient positive Modified EBITDA to meet our working capital requirements, comply
with our debt agreements, and service our indebtedness. See Note 8 to Item 6, “Selected Financial Data” for a
reconciliation between net loss and Modified EBITDA.

Year Ended December 31, 2006 Compared to Year Ended December 31, 2005

On October 31, 2006, we completed the acquisition of Xspedius. Xspedius’ results of operations, cash flows
and financial position are included in our consolidated financial statements from the date of acquisition. All
amounts indicated are consolidated, including the results of the Xspedius operations, unless otherwise noted.
Reference to organic results excludes the impact of the acquired operations and is referenced to provide further
clarity to our financial performance.

Revenue. Total revenue increased $103.6 million, or 15%, to $812.4 million for the year ended
December 31, 2006 from $708.7 million for the comparable period in 2005. Revenue excluding the impact of the
acquired operations of Xspedius grew 9% organically. The largest increase was from data and Internet services
which increased $53.6 million, or 33%, to $216.4 million for 2006 from $162.8 million for 2005. The increase in
data and Internet services primarily resulted from growth in revenue from enterprise customers and our Ethernet
and [P-based product sales which contributed to a 30% growth from our organic operations.

Voice services'revenug increased $35.2 million, or 21%, to $202.0 million for the year ended December 31,
2006 from $166.8 million for the comparable period in 2005. The increase is the result of our acquisition of
Xspedius and organic growth of 8% from growth in bundled voice product sales as compared to the prior year.

Revenue from network services increased $14.2 million, or 4%, to $356.0 million for 2006 from
$341.8 million for 2005. The increase in network services revenue was primarily the result of our acquisition of

Xspedius. Somewhat offsetting network services revenue growth was the loss of revenue from a wireless
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customer through consolidation that represented 4% of total revenue in 2006 as compared to 5% of total revenue
in 2005, !

Intercarrier compensation revenue, which includes reciprocal compensation and switched access, increased
$0.7 millicn, or 2%, to $38.0 million for 2006 from $37.3 million for 2005. Reciprocal compensation rates are
establishec. between the parties based on federal and state regulatory rulings, The increase is primarily the result
of vur acqlisition of Xspedius and was partially offset by a decline in intercarrier compensation revenue in ocr
organic op xrations.

Opercting Expenses. Operating expenses increased $47.0 million, or 18%, to $311.5 million for 2006 frorn
$264.5 miltion for 2005. The increase in operating expenses is primarily related to revenue growth that contributed
to higher lirect costs associated with serving our customers, higher maintenance costs to support continued
investment in our network, an increase in employee costs related to merit increases, and as a result of our acquired
operations. Additionally, in January 2006 we began recognition of expense for stock options under SFAS 123R
which resu ted in an increase to operating expense of $2.1 million. Operating expenses were 38% of total revenue in
2006 or 377 of total revenue in 2006 excluding the acquired operations, as compared 1o 37% in 2005.

Sellin, General, and Administrative Expenses. Selling, general, and administrative expenses increased
$35.4 million, or 18%, to $228.5 million for 2006 frorm $193.1 million for 2005. The increase in selling, general,
and administrative expenses primarily resulted from higher employee compensation from merit increases, an
increase in commissions from improved sales and customer retention and as a result of the Xspedius acquisition
including :52.4 million in integration related costs. Additionally, in January 2006 we began recognition of
expense fo: stock options under SFAS 123R, which resulted in an increase of $10.7 million from the prior year.
These increases were somewhat offset by a reduction in bad debt expense due-to improved collections. Selling,
general, anJ administrative expenses were 28% of total revenue in 2006 as comparec! to 27% in 2005.

Depreciation, Amortization, and Accretion Expense. Depreciation, amortization, and “accretion expenss
increased $17.9 million, or 8%, to $256.1 million for 2006 from $238.2 million for 2005. The increase was
primarily :tributable to additions to property, plant and equipment made during 2006 and 2005 as well as
increased c'epreciation and amortization expense as a result of assets acquired. These increases were partially
offset by a reduction in depreciation as assets become fully depreciated and from asszt retirements,

Intere:t Expense. Interest expense decreased $22.0 million, or 18%, to” $98.2 million in 2006 from
$120.2 million for 2005, The decrease is due to lower effective interest rates as a result of debt refinancings in 2005
and 2006. This decrease was somewhat offset by an increase in net debt as a result of the acquisition of Xspedius.

Debt lixtinguishment Costs. Debt extinguishment costs increased $22.8 million to $36.9 million for the year
ended December 31, 2006, from $14.0 million for the comparable period in 2005. The debt extinguishment cost:
in 2006 resulted from the refinancings in 2006 and consist of $25.1 million in cash. paid for call premiums anc
$11.8 million in non-cash write offs of deferred debt issuance costs from the early retirement of $400 million
10Y2% Serior Notes, $240 million Senior Secured Floating Rate Notes, a $200 million term loan B Facility and
the replacement of a $110 million revolving credit facility, The debt extinguishment costs in 2005 consist of
$9.8 millioa in cash paid for call premiums and $4.2 million in non-cash write offs of deferred debt issuance
costs from the early retirement of $400 million 9%% Senior Notes and the recuction of the $150 million
revolving credit facility.

Intere:t Income. Interest income increased $6.8 million to $20.1 million in 200¢ from $13.2 million in 20035,
The increase is due to higher average interest rates,

Incom: Taxes. Income tax expense was $0.03 million for 2006 for state income taxes. We incurred no
income tax expense in 2005. We have established a valuation altowance for deferred taxes. As of December 31,
2006, our valuation allowance was $331.2 million, which reduces our net deferred tax asset. As of December 31,
2006, net dzferred tax assets were $58.8 million. We believe that it is more likely than not that our net deferrec.
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tax assets will be realized through future taxable income. The $58.8 million in net deferred tax assets represents
our best estimate of the assets that would be realizable utilizing tax planning strategies in the event that loss
carryforwards were due to expire, which begins in 2019.

Net Loss and Modified EBITDA. Net loss decreased $9.2 million, or 9%, to $98.8 million, a loss of $0.80
per share, for the year ended December 31, 2006 from $108.1 million, a loss of $0.93 per share for the
comparable period in 2005. The change primarily resulted from an increase in Modified EBITDA of $34.9
million and a decrease in interest expense, net of interest income, of $28.8 million. These increases were partially
offset by higher depreciation and amortization expense of $17.9 million resulting from continued capital
investment and the acquired assets, 2 $22.8 million increase in debt extinguishment costs as a result of debt
refinancings that were completed during 2006, and $12.8 million in non-cash stock-based compensation from the
adoption of SFAS 123R as of January 1, 2006. Modified EBITDA increased $34.9 million to $286.0 million, or
35% of revenue for the year ended December 31, 2006, from $£251.2 million, or 35% of revenue for the
comparable period in 2005. The increase in Modified EBITDA resulted from higher revenue somewhat offset by
higher operating and selling, general and administrative expenses associated with selling, installing and
maintaining the higher revenue stream as well as from acquired operations.

Liquidity and Capital Resources

Historically, we have generated cash flow from operations consisting primarily of payments received from
customers for the provision of business communications services offset by payments to other
telecommunications carriers, payments to employees, and payments for interest and other operating, selling,
general, and administrative costs. We have also generated cash from debt and equity financing activities and have
used funds to service our debt obligations, fund acquisitions, and make capital expenditures to expand our
networks.

At December 31, 2007, we had $1.4 billion of total debt and $321.5 million of cash and cash equivalents
compared to $1.4 billion of debt and $309.5 million of cash and cash equivalents and short-term investments at
December 31, 2006. Net debt (defined as total debt less cash and cash equivalents and short-term investments)
decreased $17.1 million primarily due to cash provided by operating activities resulting from Modified EBITDA,
interest income and proceeds from the issuance of common stock upon exercise of stock options and in connection
with the employee stock purchase plan, offset by cash used for capital expenditures and cash interest payments.

Working capital, defined as current assets less current liabilities, was $131.4 million as of December 31,
2007, an increase of $1.2 million from December 31, 2006. Our working capital ratio, defined as current assets
divided by current liabilities, was 1.46 as of December 31, 2007 and December 31, 2006.

Cash Flow Activity

Cash and cash equivalents were $321.5 million and $221.6 million as of December 31, 2007 and 2006,
respectively. The change in cash and cash equivalents during the periods presented were as follows:

Years ended December 31,

2007 2006 2005
(amounts in thousands)
Cash provided by operating activities ...t $ 264,207 $ 174,558 $128.420
Cash used in investing activities ... . ... ... .o (188,571) (300,923) (35,255)
Cash provided by (used in) financing activities ....................... 24,342 137,084  (12,383)
Increase in cash and cash equivalents ............:...... T $ 99978 § 10,719 § 80,782

Operations. Cash ﬁrovided by operating activities was $264.2 million for the year ended December 31, 2007
compared to $174.6 million for the same period in 2006. This increase in cash provided by operating activities
primarily related to higher Modified EBITDA and changes in working capital in 2006, primarily due to lower
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interest payments as a result of lower average rates and a change in the timing of interesi payments as a result of
the debt refinancings in 2006. The changes in components of working capital are generally subject to fluctuations
based on he timing of cash transactions related to collection of receivables ard payments to vendors and
employees and interest payments, among other items.

Cash rovided by operating activities increased $46.1 million for 2006 compared o 2005, primarily related
to higher Modified EBITDA and lower interest payments somewhat offset by a decrease in working capital,

Investing. Cash used in investing activities was $188.6 million in 2007 compared to $300.9 million for
2006. The change primarily relates to cash used for the acquisition of Xspedius of $212.4 million in 2006,
somewhat offset by increased capital expenditures and a decrease in net redemptions of investments. Cur
balances o cash, cash equivalents and investments change over time based on our cash requirements, market
interest yields and risk. Cash used for capital expenditures for the year ended December 31, 2007 was $257.9
million, thi: majority of which was used to expand our networks in our existing markets and to reach nevr
customer tuildings and to integrate our acquired operations, compared to-$192.3 million for the year ended
December 31, 2006.

Cash nsed in investing activities was $300.9 million in 2006 compared 10 $35.3 million for 2005. The
increase primarily related to cash used for the acquisition of Xspedius of $212.4 million, net of cash acquired and
an increase in cash used for capital expenditures from $161.0 miilion in 2005 to $192.3 million in 2006 as we:
continued to expand our network and to reach new customer buildings.

Financing. Cash provided by financing activities was $24.3 million for the year ended December 31, 2007,
primarily r:lated to proceeds from the exercise of stock options and sales of our common stock under ow
employee stock purchase plan, slightly offset by the quarterly payments on the $600 million term loan B,

Cash provided by financing activities was $137.1 million for the year ended December 31, 2006. Cash
proceeds from the exercise of stock options and sales of common stock under our employee stock purchase plan
were $46.4 million in 2006. Refinancing of debt resulted in net proceeds of $94.2 million, as described more
fully below, Cash used in financing activities was $12.4 million for the year ended December 31, 2005 and
primarily related to net cash used to redeem debt offset by the issuance of additional debt, as described more
fully below.

During 2006 and 2005, we refinanced several of our debt instruments to improve our effective interest costs
and to extend the nearest debt maturities. In 2006, our financing and refinancing activity consisied of:

» Issuance in March 2006 of $373.8 million principal amount of 238% Convertible Senior Debentures
due 2026 (the “Convertible Debentures’™);

» Redemption in May 2006 of the entire $400 million principal amount of 10%8% Senior Notes due
February 2011 at a redemption price of 105.063% plus accrued interest; and

= Execution in October 2006 of a $700 million senior secured credit facility (“Credit Facility”) consisting
of:

* a $600 million term loan B (“new Term Loan”} due 2013, which was fully drawn in October
2006, to repay our outstanding $200 million term loan B, to redeem in November 2006 our $240
million principal amount Second Priority Senior Secured Floating Ratz Notes due February 2011
and partially finance the cash portion of the consideration for the Xspeclius acquisition. and

* a $100 million revolving credit facility (“new Revolver”) due October 2011, which remains
undrawn and replaced our existing revolver.
In 2005 our financing and refinancing activity consisted of:

« Issiance in February 2005 of an additional $200 million principal amount of 9 V4% Senior Notes due
February 15, 2014 (“Senior Notes”);
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+ Redemption in March 2005 of $200 million of the 9¥4% Senior Notes due 2008 at a redemption price
of 103.25% plus accrued interest;

+ Execution in November 2005 of a $200 million term loan B facility and subsequent draw down in
December 2005; and

» Redemption in December 2005 of the remaining $200 million principal amount of 9¥2% Senior Notes
due 2008 at a redemption price of 101.625% plus accrued interest.

After completion of these activities, we had outstanding $400 million principal amount of 9%% Senior
Notes due 2014, $373.8 million principal amount of 2%3% Convertible Debentures due 2026, the $600 million
new Term Loan due 2013, and the undrawn $100 million new Revolver maturing in 2011. The interest on the
new Term Loan is computed based on a specified Eurodollar rate plus 1.75% to 2.0% after giving effect to an
amendment on February 15, 2007 that reduced interest by 25 basis points. Aggregate annual interest payments on
the 2014 Notes and the Convertible Debentures are $37.0 million and $8.9 million, respectively. Based on the
Eurodollar rate of 6.9% in effect at December 31, 2007, aggregate annual interest payments on $594.0 million of
borrowings outstanding under the new term loan would be $41.0 million. Significant terms of our outstanding
indebtedness are detailed in Note 5 of our consolidated financial statements.

In order to reduce future cash interest payments, as well as future amounts due at maturity or mandatory
redemption, we or our affiliates may, from time to time, purchase our outstanding Senior Notes for cash or equity
securities in open market or privately negotiated transactions or engage in other transactions to reduce the
amount of outstanding Senior Notes. We will evaluate any such transactions in light of market conditions, taking
into account our Hquidity and prospects for future access to capital, and contractual constraints.

The following diagram summarizes our corporate structure in relation to our outstanding indebtedness and
credit facility as of December 31, 2007. The diagram does not depict all aspects of ownership structure among
the operating and holding entities, but rather summarizes the significant elements relative to our debt in order to
provide a basic overview.

- $373.8 million 2%1% Convertible Senior Debentures | Time Warner Telecom Inc.
due 4/1126 e (“TWTC”)

- $400 million 9'/s% Senior Notes Duc 2/15/14
Time Warner Telecom - $594 million Senior Secured Term Loan B Due 117/13
Haoldings Inc. {“TWTH™) + $100 million Revolver Due 10/6/11 UNDRAWN
100% owned by TWTC

‘Time Warner Telecom Management Co. LLC
(formerly Xspedius Communications, LLCY™
Various Time Warner 100% ovmed by THTH
Telecom State LPs, LLCs
and other entities™ |
100% owned by TWTH enf subsidiary

Y

Various Xspedius tocal LLCs*™
100% cwned by Time Harner Telecom Management Co. LLC

a The interests of TWTH in these entities are pledged to secure the new Revolver and the new Term Loan.

The assets and limited liability company interests of these subsidiaries are pledged to secure the new Revolver and the new Term Loan.

¢ Certain of the Xspedius local limited liability companies (LLCs) that operate in the same states as the Time Warner Telecom state limited
partnerships (LPs) and LLCs were consolidated with the Time Warner Telecom local entities through subsidiary mergers. The remaining
Xspedius local entities have changed their names to names that include “Time Warner Telecom.”

o
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Capital Expenditures and Requirements

Our total capital expenditures were $259.5 million for the year ended Deczmber 31, 2007 compared to
$192.7 m llion for the same period in 2006. We incur capital expenditures to develop and expand our network,
products ind systems and spent $30.1 million in connection with the integration of the acquired operations.
Success based spending consists of short-to-medium term capital expenditures macdle primarily to enable revenue
producing activities, including costs to connect to new customer locations with our fiber network and increase
capacity to our networks, IP backbone and central office infrastructure to serve growing customer demands.
Approximately 88% and 86% of capital expenditures, other than capital expenditures for integration, were
success based for the years ended December 31, 2007 and 2006, respectively, For 2008, we expect capital
expenditues of approximately $240 million to $260 million for our general operations, which we expect wll
primarily be used for success based spending, and approximately $1¢ million to $14 million for integration and
branding. We generally do not make long-term commitments for capital expenditures and have the ability to
adjust our capital expenditures if our cash from operations is lower than anticipated.

Capital Resources

In 2008, we expect that cash from operations, along with cash, cash equivalents and investments will
provide st fficient funds to meet our expected capital expenditure requirements and liquidity needs to operate our
business and service our current debt. Based on current assumptions, we expect to generate sufficient cash from
operations along with available cash on hand, including cash equivalents, investments, and borrowing capaci:y
under our new Revolver to provide sufficient funds to meet our expected capital e:-:;;enditure and liquidity needs
to operate our business and service our debt for the foreseeable future.' If our assumptions prove incorrect or if
there are other factors that negatively affect our cash position such as material unanticipated losses, a significant
reduction in demand for our services or an acceleration of customer disconnects or other risk factors, we mey
need to se :k additional sources of funds through financing or other means.

QOur ubility to draw upon the available commitments under our new Revolver is subject to compliance with
all of the :ovenants contained in the credit agreement and our continued ability to make certain representations
and warraities. In the case of the new Revolver, the covenants include financial covenants, such as leverage ard
interest coverage ratios and limitations on capital expenditures, that are primarily derived from Modified
EBITDA :nd debt levels. We are required to comply with these ratios as a conditicn to any borrowing under tte
new Revclver and for as long as any loans are outstanding, The representations and warranties include the
absence cf liens on our properties other than certain permitted liens, the absence of litigation or other
developments that have or could reasonably be expected to have a maiterial adverse effect on us and our
subsidiarics as a whole, and continued effectiveness of the documents granting security for the loans. Although
we presently meet all of the conditions for making draws under the new Revolver, factors beyond our control
could cauze us to fail to meet these conditions in the future.

A lack of revenue growth or an inability to control costs could negatively impact Modified EBITDA and
cause our failure to meet the required minimum ratios. Although we currently believe that we will continue to te
in compliz nce with the covenants, factors outside our control, including deterioration of the economy, increased
competiticn and loss of revenue from consolidation of large telecommunication companies, an acceleration of
customer isconnects, a significant reduction in demand for our services without zdequate reductions in capital
expendities and operating expenses, or an uninsured catastrophic loss of physical assets or other risk factors,
could cau:e us to fail to meet our covenants. If our revenue growth is not sufficient to sustain the Modified
EBITDA performance required to meet the debt covenants described above, and we have loans outstanding under
the new Revolver or wish to draw on it, we would have to consider cost cutting measures to maintain required
Modified I:BITDA levels or to enhance liquidity.

The rew Revolver and new Term Loan limit our ability to declare dividends, incur indebtedness, incur liets
on property, and undertake mergers, The new Revalver and new Term Loan also include cross default provisiors
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under which we are deemed to be in default if we default under any of the other material outstanding obligations,
such as our Senior Notes. In addition, each group of lenders (new Revolver and new Term Loan) may require a
prepayment if a change of voting control occurs as defined in the new Revolver and new Term Loan agreements.
If we do not comply with the covenants, we would not be able to draw funds under the new Revolver or the
lenders could cancel the new Revolver unless the respective lenders agree fo further modify the covenants, We
could potentially be subject to an acceleration of the repayment date if we have borrowed under the facilities and
are in default under the covenants. Although we believe our relationships with our lenders are good, there is no
assurance that we would be able to obtain the necessary covenant modifications on acceptable terms or at all. If
our plans or assumptions change or prove to be inaccurate, or the foregoing sources of funds prove to be
insufficient to fund our growth and operations, or if we consummate acquisitions or joint ventures, we would be
required to seek additional capital. Additional sources of financing may include public or private debt, equity
financing by us or our subsidiaries, or other financing arrangements. There is no assurance that we would be able
to obtain additional financing on terms acceptable to us or at all. Our revenue and costs are partially dependent
upon factors that are outside our control, such as general economic conditions, regulatory changes, adverse
changes in customers’ financial condition, changes in technology, and increased competition. Due to the
uncertainty of these and other factors, actual revenue and costs may vary from expected amounts, possibly to a
material degree, and these variations would likely affect the level of our future capital expenditures and
expansion plans.

Commiments. The following table summarizes our long-term commitments as of December 31, 2007,
including commitments pursuant to debt agreements, lease obligations, fixed maintenance contracts, and other
purchase obligations.

Contractual Obligations Total 2008 2009 2010 2011 2012 Thereafter
(amounts in thousands)

Principal payments on long-term debt:
$600 million Term Loan B due

2003 . $ 594000 $ 60008 6000 % 6000 % 60003% 6000 % 564,000
$400 million 9 ¥4% Senior Notes due
2004 .o 400,000 — — — — — 400,000
$373.8 million 2.375% Convenible
Senior Debentures due 2026 ..., ... 373,750 — — — —_ — 373,750
Total principal payments ....... $1367,750 $ 6,000 3 6000 % 6000 $ 6000 § 6000 $1,337,750
Interest payments on long-term debt (1} . ... 605820 86911 86500 86089 85506 84,767 175,987
Capital lease obligations including
imerest(2) ..o 15,836 2,174 1,797 1,584 1,234 1,242 7,805
Operating lease obligations . ............ 277393 41,854 38343 34390 31,595 28,247 102,964
Fixed maintenance obligations ........... 58,547 3,503 3,503 3,503 3,503 3.503 41,032
Purchase obligations
Purchase orders (3) ........ ... .. .. 23365 23,365 — — — — —
Networkcosts (4 ................. 158790 54,870 48979 34,334 18470 2.105 32
Total ... e $2,507.563 $218.,662 $185,096 $166,087 $146,327 $125,815 31,665,576

(1) Interest payments on the Term Loan B are calculated using the rate in effect as of December 31, 2007,

(2) Includes amounts representing interest of $6.3 million.

(3) Includes outstanding purchase orders initiated in the ordinary course of business for operating and capital expenditures.

(4) Includes services purchased from other carriers to transport a portion of our traffic to the end user, to interconnect with
the ILECs, to lease our IP backbone. or to provide other ancillary services under contracts that can vary from month-to-
month up to 60 months. Some services are purchased under volume plans that require us to maintain certain commitment
levels to obtain favorable pricing. Some services may be purchased under contracts that are subject to contract
termination costs, or penalties, if services are disconnected before the end of the term.

Eifects of Inflation

Historically, inflation has not had a material effect on us,
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Item 7A. Quantitative and Qualitative Disclosures About Market Risk

Our interest income is sensitive to changes in the general level of interest rates. In this regard, changes :n
interest rates can affect the interest eamed on our cash equivalents, Based on our cash equivalents of $3209
million at December 31, 2007, a one-percent change in the interest rate would change the interest earned by $3 2
million.

At Dzcember 31, 2007, we held commercial paper of $14.5 million, after giving effect to an impairment loss
of $7.3 million in the year ended December 31, 2007, with exposure to sub-prime mortgages that is past its
maturity «ate. These securities are classified as long term investments in the December 31, 2007 consolidated
balance sheet. Prior to December 31, 2007, all of our other commercial paper investrments were redeemed at par
and reinvested in treasury bills, AAA rated funds and money market mutual funds comprised of government
securities and treasury bills. We do not expect the current lack of liquidity of the commercial paper that is past its
maturity t» adversely impact our ability to meet capital expenditure and other liquidity needs.

We liave fixed and variable rate debt. We had variable-rate debt instrumenis representing approximate.y
43% and 4% of our total debt at December 31, 2007 and 2006, respectively. Our largest exposure with respect
to variable: rate debt is from changes in the Eurodollar rate as interest on the new Term Loan varies based on a
specified “Zurodollar rate. Based on the $594 million outstanding balance as of December 31, 2007, a one-perceat
change in the applicable rate would change the annual amount of interest paid by $5.9 million,

At Cecember 31, 2007, the fair values of our fixed rate 9Va% Senior Notes due 2014 and our 2¥%s'%
Convertible Debentures due 2026 were approximately $410 million and $475 million, respectively, as compared
to carryin;z values of $400 million and $373.8 million, respectively, each on the same date. These notes have not
been liste1 on any securities exchange or inter-dealer automated quotation systems, and the estimated markzt
value is based on indicative pricing published by investment banks. While we believe these approximations to be
reasonabl;’ accurate at the time published, indicative pricing can vary widely depending on volume traded by any
given investment bank and other factors.

Item 8. Financial Statements and Supplementary Data

See * Index to Consolidated Financial Statements” at page F-1.

Item 9.  Changes in and Disagreements with Accountants on Accounting and Financial Disclosure

None..
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Item 9A. Controls and Procedures
Disclosure Controls and Procedures

As of December 31, 2007, we conducted an evaluation, under the supervision and with the participation of
our Chief Executive Officer and Chief Financial Officer, of the effectiveness of the design and operation of our
disclosure controls and procedures. Based on that evaluation, the Chief Executive Officer and Chief Financial
Officer concluded that our disclosure controls and procedures are effective to provide reasonable assurance that
information required to be disclosed by us in reports that we file or submit under the Securities Exchange Act-of
1934 is recorded, processed, summarized. and reported within the time periods specified in Securities and
Exchange Commission rules and forms as of December 31, 2007. ‘

Management’s Report on Internal Control over Financial Reporting

Our management is responsible for establishing and maintaining adequate internal control over financial
reporting as defined in Rules 13a-15(f) and 15d-15(f) under the Securities Exchange Act of 1934 to provide
reasonable assurance that the objectives of the control system are met. Our management conducted an assessment
of our internal control over financial reporting based on the framework established by the Committee of
Sponsoring Organizations of the Treadway Commission in Internal Control — Integrated Framework. Our
management has concluded that our assessment provides reasonable assurance that, as of December 31, 2007, the
Company’s internal control over financial reporting is effective.

Changes in Internal Control Over Financial Reporting

There has been no change in our internal control over financial reporting during the quarter ended
December 31, 2007 that has materially affected, or is reasonably likely to materially affect, our internal control
over financial reporting.

Item 9B. Other Information

None
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM
The Board of Directors and Shareholders of Time Warner Telecom Inc.

We have audited Time Warner Telecom Inc.’s internal control over financial reporting as of December ‘i1,
2007, based on criteria established in Internal Control — Integrated Framework issued by the Committee of
Sponsoring Organizations of the Treadway Commission (the COSO criteria). Time Warner Telecom Inc.’s
managenent is responsible for maintaining effective internal control over financial reporting, and for its
assessme1t of the effectiveness of internal control over financial reporting included in the accompanying
Managenient’s Report on Internal Control over Financial Reporting. Our responsibility is to express an opinion
on the Ccmpany’s internal control over financial reporting based on our audit,

We conducted our audit in accordance with the standards of the Public Company Accounting Oversight
Board (United States). Those standards require that we plan and perform the audit to obtain reasonable assurance
about whether effective internal contrel over financial reporting was maintainec! in all material respects. Cur
audit included obtaining an understanding of internal control over financial reporting, assessing the risk tha: a
material 'veakness exists, testing and evaluating the design and operating effectiveness of internal control based
on the assessed risk, and performing such other procedures as we considered necessary in the circumstances, We
believe ttat our audit provides a reasonable basts for our opinion.

A ccmpany’s internal control over financial reporting is a process designed to provide reasonable assurance
regarding the reliability of financial reporting and the preparation of financial statemients for external purposes in
accordance with generally accepted accounting principles. A company’s internal contro] over financial reporting
includes those policies and procedures that (1) pertain to the maintenance of records that, in reasonable detzil,
accurately and fairly reflect the transactions and dispositions of the assets of the company; (2) provide reasonable
assurance that transactions are recorded as necessary to permit preparation of financial statements in accordance
with generally accepted accounting principles, and that receipts and expenditures of the company are being made
only in accordance with authorizations of management and directors of the company; and (3) provide reasonatile
assurance regarding prevention or timely detection of unauthorized acquisitioa, use, or disposition of the
company’s assets that could have a material effect on the financial statements.

Becezuse of its: inherent limitations, internal control over financial reporting may not prevent or detect
misstaterr ents, Also, projections of any evaluation of effectiveness to future periods are subject to the risk that
controls 1nay become inadequate because of changes in conditions, or that the degree of compliance with tae
policies or procedures may deteriorate. ‘

in our opinton, Time Warner Telecom Inc. maintained, in all material respects, effective internal control
over finar cial reporting as of December 31, 2007, based on the COSO criteria.

We tlso have audited, in accordance with the standards of the Public Companyv Accounting Oversight Board
(United States), the consolidated balance sheets of Time Warner Telecom Inc. as of December 31, 2007 and
2006, and the related consolidated statements of operations, changes in stockholders’ equity, and cash flows for
each of the three years in the period ended December 31, 2007 and our report dated Febrouary 28, 2008 expressed
an unqualified opinion thereon. '

/s/ Emst & Young LLP

Denver, Colorado
February :18, 2008
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PART III

Item 10. Directors, Executive Officers and Corporate Governance

The information with respect to directors if required by this item will appear under the heading “Proposal 1:
Election of Directors” and “Board Information” and the information with respect to executive officers, matenial
changes to procedures by which security holders may recommend nominees to the board of directors and audit
committee and financial experts required by this Item will appear in our definitive proxy statement for the 2008
Annual Meeting of Stockholders to be filed with the SEC no later than April 29, 2008 (the “Proxy Statement™)
pursuant to Regulation 14A of the General Rules and Regulations under the Securities Exchange Act of 1934,
These portions of the Proxy Statement are incorporated by reference.

Code of Ethics

We have adopted a Code of Ethics for directors and officers (including our principal executive officer,
principal financial officer, chief accounting officer, controller and treasurer) which is available at our website at
www. twielecont.com under “Investors.” Stockholders may request a free copy of the Code of Ethics from:

Time Warner Telecom Inc.
Attn: Investor Relations
10475 Park Meadows Drive
Littleton, CO 80124

Item 11. Executive Compensation

The information required by this item will appear in our Proxy Statement under the heading “Executive
Compensation”. This portion of our Proxy Statement is incorporated by reference.

Item 12. Security Ownership of Certain Beneficial Owners and Management and Related Stockholder
Matters

The information required by this item will appear under the headings “Time Wamer Telecom Share
Ownership” in our Proxy Statement. This portion of the Proxy Statement is incorporated by reference and under
“Securities Authorized for Issuance under Equity Compensation Plans”.

Jtem 13. Certain Relationships and Related Transactions, and Director Independence

The information required by this item will appear under the heading “Certain Relationships and Related
Transactions™ and “Corporate Governance” in our Proxy Statement and is incorporated by reference.

Item 14. Principal Accounting Fees and Services

Information regarding our principal auditor fees and services will appear under “Proposal 2: Ratification of
Appointment of Independent Auditors” in our Proxy Statement and is incorporated by reference.
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GLOSSARY

Access Charges. The fees paid by long distance carriers for the local connections between the long distarce
carriers' 1.etworks and the long distance carriers’ customers.

Cenral Offices. A telecommunications center where switches and other telecommunications facilities are
housed. CLECs may connect with ILEC networks either at this location or through a remote location.

Class of Service. A method of managing traffic on a network that allows customers to group types of traffic
and assiga each type a different priority level.

Collscation, The ability of a telecommunications carrier to interconnect its network to the ILEC’s network
by extenling its facilities to the ILEC’s central office. Physical collocation occurs when the interconnecting
carrier places its network equipment within the [LEC’s central offices. Virtual collocation is an alternative to
physical vollocation under which the ILEC permits a carrier to interconnect its network to the ILECs network in
a manner which is technically, operationally, and economically comparable to physical collocation, even though
the interconnecting carrier's network connection equipment is not physically located within the central offices.

CLEC (Competitive Local Exchange Carrier). A company that provides local exchange services, including
dedicated service, in competition with the ILEC.

Ded 'cared. Telecommunications lines dedicated to, or reserved for use by, a particular customer along
predeterniined routes (in contrast to links which are temporarily established).

Ded cated Transmission. The sending of electronic signais carrying information over a Dedicated Transport
facility.

Ded 'cated Transport. A non-switched point-to-point telecommunications facility leased from a
telecomm unications provider by an end user and used exclusively by that end user.

Denie Wavelength Division Multiplexing (DWDM). A technology that multip.ies the capacity of single fiber
to 8, 16. 52, or 80 new transmission channels. Higher capacity multiples are under :esting.

Digital. A means of storing, processing and transmitting information by using distinct electronic or optical
pulses thiit represent the binary digits 0 and 1. Digital transmission and switching 1echnologies use a sequence of
these pulses to represent information as opposed to the continuously variable analog signal. The precise digital
numbers preclude distortion {(such as graininess or snow in the case of video transmission, or static or other
backgroud distortion in the case of audio transmission).

DS-0, DS-1, DS-3. Standard North American telecommunications industry digital signal formats, which are
distinguishable by bit rate (the number of binary digits (0 and 1) transmitted per second). DS-0 service has a it
rate of 64 kilobits per second. DS-1 service has a bit rate of .544 megabits per second and DS-3 service has a it
rate of 44.736 megabits per second. A DS-0 can transmit a single uncompressed voice conversation.

ESCON {Emterprise System Connection Architecture). An IBM mainframe data protocol.

Etherner. A network configuration in which data is separated into “frames™ for transmission. Ethernet
equipmert scans the network to find the least-cangested route for frames to travel from Point A to Point B, thus

resulting in greater speed and fewer errors in frame transmission.

FCC. Federal Communications Commission.
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Fiber Optics. Fiber optic technology invoives sending laser light pulses across glass strands in order to
transmit digital information. Fiber optic cable is the medium of choice for the telecommunications and cable
industries. Fiber is immune to electrical interference and environmental factors that affect copper wiring and
satellite transmission.

Gigabit Ethernet. A LAN transmission standard that provides a data rate of one billion bits per second (1
Gbps).

Gbps (Gigabits per second). One billion bits of information. The information-carrying capacity (i.e.,
bandwidth) of a circuit may be measured in “billions of bits per second.”

Grooming. The rearrangement or replacement of circuits used in a telecommunication provider’s network to
reach end users or to constitute the network backbone to create lower cost, increased capacity or better network
performance.

Hub. Collocation centers located centrally in an area where telecommunications traffic can be aggregated
for transport and distribution.

ILECs (Incumbent Local Exchange Carriers). The local phone companies, either a BOC or an independent
(such as Cincinnati Bell) which provides local exchange services.

Internet. The name used to describe the global open network of computers that permits a person with access
to the Internet to exchange information with any other computer connected to the network.

IntralLATA. A call that originates and terminates within the same LATA.

ISDN (Integrated Services Digital Network). ISDN is an internationally agreed standard, which, through
special equipment, allows two-way, simultaneous voice and data transmission in digital formats over the same
transmission line. ISDN permits video conferencing over a single line, for example, and also supports a multitude
of value added switched service applications such as Incoming Calling Line Identification. ISDN's combined
voice and data networking capabilities reduce costs for end users and result in more efficient use of available
facilities. ISDN combines standards for highly flexible customer to network signaling with both voice and data
within a common facility.

IXC (Interexchange Carrier). A long distance carrier,

Kbps (Kilobits per second). Kilobit means one thousand bits of information. The information-carrying
capacity (i.e., bandwidth) of a circuit may be measured in “thousands of bits per second.”

LANs (Local Area Networks). The interconnection of computers for the purpose of sharing files, programs,
and peripheral devices such as printers and high-speed modems. LANs may include dedicated computers or file
servers that provide a centralized source of shared files and programs. LANs are generally confined to a single
customer’s premises and may be extended or interconnected to other locations through the use of bridges and
routers.

LATA (Local Access and Transport Area). The geographical areas within which a local telephone company
may offer telecommunications services, as defined in the divestiture order known as the Modified Final

Judgment unless and until refined by the FCC pursuant to the Telecommunications Act of 1996.

Local Exchange. A geographic area defined by the appropriate state regulatory authority in which telephone
calls generally are transmitted without toll charges to the calling or called party.
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Local Exchange Service/Local Exchange Telephone Service. Basic local telephone service, including the
provisio of telephone numbers, dial tone and calling within the local exchange arza.

Lor g Distance Carriers (Interexchange Carriers or IXC). Long distance carriers providing services betwaeen
LATAs, on an interstate or intrastate basis. A long distance carrier may be facilities-based or offer service by
reselling the services of a facilities-based carrier.

Maaged Service. Those services delivered by the Company where the interface provided to the custorner
requires no further protocol conversion and the Company monitors and manages the equipment providing the
service :nd controls the network administration. Examples of managed services include, but are not limited to,
the Comany’s Native LAN suite, [P VPN, and the Company’s integrated access services.

Mbps (Megabits per second). Megabit means one million bits of informaiion. The information carrying
capacity (i.e., bandwidth) of a circuit may be measured in “millions of bits per second.”

MPLS (Multi Protocol Label Switching). A standards-approved technology for speeding up network traific
flow and making it easier to manage. MPLS involves setting up a specific path for a given sequence of packets,
identifieil by a label put in each packet, thus saving the time needed for a router or switch to lock up the addrzss
to the ne <t nede to forward the packet to.

Muitiplexing. An electronic or optical process that combines a number of lower speed transmission signals
into one higher speed signal. There are various techniques for multiplexing, including frequency division
(splitting the total available frequency bandwidth into smaller frequency slices), time division (slicing a channel
into timeslots and placing each signal into its assigned timeslot), and statistical (wherein multiplexed signals
share the same channel and each transmits only when it has data to send).

NLAN (Native Local Area Network). Interconnection of computers for the purpose of sharing files that does
not require protocol conversion between the networks.

Noae. A point of connection into a fiber optic network.
OC-n. Qptical carrier tevels ranging from OC-1 (51.84 Mbps) to OC-192 (9.9 Gbps).

POPs (Points of Presence). Locations where an 1XC has installed transmission equipment in a service area
that serves as, or relays telephone calls to, a network switching center of the same 1XC.

Pririary Rate Interface (PRI). A transport mechanism provided currently over class 5 switches to terminate
at manag :d modem pools. The primary application is for dial-up Internet access.

Private Line. A privare, dedicated telecommunications link between different customer Jocations (excluding
IXC POFs).

PSTN (Public Switched Telephone Network). The switched network available to all users generally o a
shared bzsis (i.e., not dedicated to a particular user). The local exchange telephone service networks operated by

ILECs ar: the largest and often the only public switched networks in a given locality.

Reciprocal Compensation. An arrangement in which two local exchange carriers agree to terminate traffic
originatir g on each other's networks in exchange for a negotiated level of compensation.

Redindant Electronics. A telecommunications facility that uses two separate electronic devices to transmit a
telecomm unications signal so that if one device malfunctions, the signal may continue without interruption.
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Route Mile. The number of miles along which fiber optic cables are installed.

SONET (Synchronous Optical Network). A set of standards for optical communications transmission
systems that define the optical rates and formats, signal characteristics, performance, management and
maintenance information to be embedded within the signals and the multiplexing techniques to be employed in
optical communications transmission systems. SONET facilitates the interoperability of dissimilar vendors
equipment. SONET benefits business customers by minimizing the equipment necessary for various
telecommunications applications and supports networking diagnostic and maintenance features.

Special Access Services. The lease of private, dedicated telecommunications lines or circuits on an ILEC’s
or a CLECSs network, which run to or from another carrier’s POPs. Special access services do not require the use
of switches. Examples of special access services are telecommunications circuits running between POPs of a
single carrier, from one carrier’s POP to another carrier’s POP or from an end user to a carrier's POP.

STS-I. This dedicated transmission service is carried over high-capacity channels for full duplex,
synchronous optical transmission of digital data on SONET standards. This service eliminates the need to
maintain and pay for multiple dedicated lines.

Switeh. A mechanical or electronic device that opens or closes circuits or selects the paths or circuits to be
used for the transmission of information. Switching is a process of linking different circuits to create a temporary
transmission path between users. Within this document, switches gencrally refer to voice grade
telecommunications switches unless specifically stated otherwise.

Switched Access Services. The connection between an IXC’s POP and an end user’s premises through the
switching facilities of a local exchange carrier.

Switched Services. Telecommunications services that support the connection of one calling party with
another calling party via use of a telephone switch (i.e., an electronic device that opens or closes circuits,
completes or breaks an electrical path, or selects paths or circuits).

TDM (Time Division Multiplexing). A type of multiplexing that combines data streams by assigning each
stream a different time slot in a set. TDM repeatedly transmits a fixed sequence of time slots over a single
transmission channel.

Toll Services. Services otherwise known as EAS or intraLATA toll services which are those calls that are
beyond the free local calling area but originate and terminate within the same I.LATA; such calls are usually

priced on a measured basis.

VoIP (Voice over Internet Protocol). The technology used to transmit voice conversations over a data
network using the Internet Protocol.

VPN (Virtual Private Network). A private network that operates securely within a public network (such as
the Internet) by means of encrypting transmissions.
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PART IV

Item 15. Exhibits, Financial Statemnent Schedules

(2) 1), (2) The Financial Statements and Schedule II — Valuvation and Qualifying Accounts listed on he
index on Page F-1 following are included herein by reference. All other schedules are omitted, either because
they are not applicable or because the required information is shown in the financial statements or the notes
thereto.

{3) Exhibits: The Exhibit Index at the end of this report lists the exhibits filed with this report or
incorporated herein by reference.
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the Registrant
has duly caused this report to be signed on its behalf by the undersigned, thereunto duly authorized, on
February 28, 2008.

TIME WARNER TELECOM INC.

By: /s/ MARK A. PETERS

Mark A, Peters
Executive Vice President and
Chief Financial Officer

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below by
the following persons on behalf of the Registrant in the capacities and on the dates indicated.

Signature Etk %
(i) Principal Executive Officer
/s/  LARISSA L. HERDA Chairman, President, and Chief February 28, 2008

Larissa L. Herda

Executive Officer

(ii) Principal Financial Officer

Executive Vice President and February 28, 2008

Chief Financial Officer

/s MARK A. PETERS
Mark A. Peters

(tii) Principal Accounting Officer

/s/  JiLL R. STUART Senior Vice President, Accounting February 28, 2008
Jill R. Stuart and Finance and Chief
Accounting Officer

(iv) Directors

/s/ GREGORY J. ATTORRI Director February 28, 2008

Gregory J. Attorri

/s/  SPENCER B. HAYS Director February 28, 2008

Spencer B. Hays

fs/  Lawrissa L. HERDA Director
Larissa L. Herda

February 28, 2008

/s/  KEVIN W. MOONEY Director February 28, 2008

Kevin W. Mooney

/s/ KIRBY G. PICKLE Director February 28, 2008

Kirby G. Pickle

/s/  RoscoE C. YOUNG, 1l Director February 28, 2008

Roscoe C. Young, I1
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors and Shareholders of Time Warner Telecom Inc.:

We have audited the accompanying consolidated balance sheets of Time Wamer Telecom Inc. (the
“Company”) as of December 31, 2007 and 2006, and the related consolidated statements of operations, cash
flows, ind changes in stockholders’ equity for each of the three years in the period ended December 31, 2007.
Our audits also included the financial statement schedule listed on the index at page F-1. These financial
statements and schedule are the responsibility of the Company’s management. Our responsibility is 1o express an
opinion on these financial statements and schedule based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight
Board (Jnited States). Those standards require that we plan and perform the audit to obtain reasonable assurance
about whether the financial statements are free of material misstatement. An audit includes examining, on a test
basis, evidence supporting the amounts and disclosures in the financial statements. An audit also includes
assessing the accounting principles used and significant estimates made by maragement, as well as evaluaiing
the overall financial statement presentation. We believe that our audits provide a reasonable basis for our
opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the
consolidited financial position of the Company at December 31, 2007 and 2006, and the consolidated results of
its operalions and its cash flows for each of the three years in the period ended December 31, 2007, in conformity
with U.S. generally accepted accounting principles. Also, in our opinion, the related financial statement schedule,
when considered in relation to the basic financial statements taken as a whole, presents fairly in all mateiial
respects the information set forth therein.

As ciscussed in Note 1 to the consolidated financials statements, effective January 1, 2006, the Company
adopted &tatement of Financial Accounting Standards No. 123(R) “Share Based Payment.”

We ¢ 1so have audited, in accordance with the standards of the Public Company Accounting Oversight Board
(United Siates), Time Warner Telecom Inc.’s internal control over financial reporting as of December 31, 2007,
based on criteria established in Internal Control — Integrated Framework issued by the Committee of Sponsoring
Organizat ons of the Treadway Commission and our report dated February 28, 2008, expressed an unqualified
opinion thereon.

/s/ Ernst & Young LLP

Denver, Colorado
February 28, 2008
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TIME WARNER TELECOM INC.

CONSOLIDATED BALANCE SHEETS
December 31, 2007 and 2006

ASSETS
Current assets:
Cashand cashequivalents ......... ... ... oot
InVeStmEntS |, . .. .. e e
Receivables, less allowances of $12,018 and $13,182, respectively ...........
Prepaid expenses and other current assets ...........coovviimieiii ..
Deferred INCOMIE LAXES .. vttt ettt e e n et annns s

Total CUITEnt ASSELS . .. ...ttt et a e ity
Long-term investments (note 3) .. ... ... .. i

Property, plant and equipment . ........ ... i i e
Less accumulated depreciaion . .. . ... ... i i i e e

Defermed INCOME (AKES . .ot ittt it et rr e ee et e m e e e
Goodwill . .. e e e e
Intangible assets, net of accumulated amortization . ..................... ...,
Other assets, net of accumulated amortization .. ... ... ..o

Total ASSEIS . . oottt st e e e e e
LIABILITIES AND STOCKHOLDERS’ EQUITY

Current liabilities:
Accounts payable .. ... ... L e
Deferred teVENUE .. ...ttt i e s
Accrued taxes, franchiseandotherfees . ... ... .o i it
ACCTUE INLEIESE . . . vttt r s e r e e e et e
Accrued payrolland benefits . . ... ... . ... oo
ACCTUEA CAITICE COSIS o . vt ittt ittt bttt v et e m e e e
Current portion debt and capital lease obligations . ............. ... ... ...
Other current liabilities . .. ... . oot e e

Total current Liabilities . .. .. ... .. . o it i e e

Long-term debt and capital lease obligations .. ................. ... o ot
Long-term deferredrevenue .. ...... ... .. . L
Other long-term Habilities .......... ... . i i i
Commitments and contingencies (note 9)
Stockholders’ equity:
Preferred stock, $0.01 par value, 20,000,000 shares authorized, no shares issued
andoutstanding .. ... ...
Common stock, $0.01 par value, 439,800,000 shares authorized, 146,542,435
and 142,814,844 shares issued and outstanding, respectively ..............
Additional paid-incapital . ....... ... .. . L
Accumulated deficit .. ... ... i e

Total stockholders’ equity .......... ... . . i
Tota! liabilities and stockholders’ equity .. ..... ... ... ... .. ... ... ...

2007

2006

{amounts in thousands, except
share and per share amounts}

$ 321,531 % 221,553
— 87,900
75,976 73,923
13,461 18,504
8,703 12,793
419,671 414,673
14,456 —
3,022,752 2,771,631
(1,727,852) (1,477,519)
1,294,900 1,294,112
50,047 45,957
412,694 405,638
51,002 69,454
21,948 23,403

$ 2,264,718 $ 2253237
§ 46972 3§ 41,388
26,015 22,582
73,130 78,795
16,707 16,984
36.560 34,688
50,898 49,806
7.337 6,679
30,647 33,584
288,266 284,506
1,370,318 1,375,958
19,672 20,357
20,237 19,768
1,465 1,428
1,618,352 1,564,543
(1,053,592) (1,013,323)
566,225 552,648

$ 2,264,718 § 2,253,237

See accompanying notes to the consolidated financial statements
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TIME WARNER TELECOM INC,

CONSOLIDATED STATEMENTS OF OPERATIONS
Years Ended December 31, 2007, 2006, and 2005

2007 2006 2005
(amounts ;n thousands, except per share amounts)}

Reverue (a):

Metwork ServiCes « ..ot e $ 393569 $355,996 $ 341,779
N OICE SEIVICES « v v vt ettt ettt e e et e e e e 327,246 201,968 166,808
Data and Internet SErVICES .. ... ... ot et 318,269 216,419 162,334
Intercarrier compensation . ......... ... . ... .. ..., 44,595 37,992 3790_6

Total TEVENUE . ..ottt e e 1,083,679 812,375 708,727

Costs .and expenses (a)(b):
Cperating (exclusive of depreciation, amortization, and

accretion shown separately below) ..................... 470,038 311,532 264,517
S:lling, general and administrative . ... ................... 296,638 228,485 193,052
Depreciation, amortization, and accretion ................. 279,454 256,091 238,180

Total costs and expenses ... ....... ... .. ... ienann 1,046,130 796,108 695,@
Operating inCoME .. .. ..ottt e et et iia e 37.549 16,267 12,978
L A o= (91,285) (98,238) (120,219)
Debt ectinguishment COSIS . ... ... it e — (36,874) (14,043)
INLEres: INCOME . . ..ottt et et e e e e e e 17,439 20,054 13,220
Other income (1088), et . ... ... i e (3,022) — —
Loss before InCOME AXES .. .. vttt i i in e (39,259) (98,791) (108,264)
Income tax expense (MOLE 7) ... ... i iieeninnneennn. 1,000 28 —
Net 1085 .. e $ (40269) $(98,819) (1 08,064)

Net loss per common share, basic and diluted .............. hY 028 3 08 § (C.93)
Weighted average shares outstanding, basic and diluted .......... 144,956 124,078 116,315

(@) Inc! xdes revenue and expenses resulting from transactions with
affiliates (note 6):

REVEIUE ..ot $ —_ $ 13,109 $ 16,446
OPEIALNG - v et e $ — $ 5,189 $ 5517
Selling, general and administrative . . ................. 5 — $ 1,394 $ 2426
(b) Incl'1des non-cash stock-based employee compensation expense
(note 1):
OPETating .« .ovi ittt $ 3555 § 2075 $ -—
Selling, general and administrative . . ................. 5 18,445 $ 11,590 $ 915

See accompanying notes to the consolidated financial statements
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TIME WARNER TELECOM INC.

CONSOLIDATED STATEMENTS OF CASH FLOWS
Years Ended December 31, 2007, 2006, and 2005

2007

2006 2005

(amounts in thousands)

Cash flows from operating activities:

256,091 238,180

3,289 4,244
36.874 14,044
13,665 915

(18,161) (9,361)
571 717
(18,207) (8,989
(3,236) 5,548
2,491 (380)

174,558 128,420

(192,269) (161,001)
(212,416) —
(425,671) (367,693)
528,201 451,750
1,232 1,689

N LOSS vttt e e e e $ (40,269) 3 (98.819) $(108.064)
Adjustments to reconcile net loss to net cash provided by operating
activities:
Depreciation, amortization, and accretion .. ...l 279.454
Investment impairment, amortization of deferred debt issue costs and
011 7= 5,348
Loss on debt extinuguishment .. ... ... ... o oo ot —
Stock based compensation . ... .. ... e 22,000
Changes in operating assets and liabilities, net of the effect of
acquisitions:
Receivables and other assets . .....ccvir it iie s (338)
Accounts pavable . ... ... .. e 137
AcCrued INTEIESt . oo ot e e e e (170
Accrued payrolland benefits .. ... .. ... o 3,903
Other Habilles . ..ot e e et e (5.857)
Net cash provided by operating activities .................... 264,207
Cash flows from investing activities:
Capital expenditures .. ... ... e (257,905}
Acquisitions, net of cashacquired . ................. e 2,580
Purchases of INVESIMEINLS . o oot v vt e e e oo ittt sae e enns {166,973)
Proceeds from maturities of investments . .............. .. ... ...... 235,932
Proceeds from sale of assets and other investing activities ... .......... (2,205)
Net cash used in investing activities .......... ... ... ..... (188,571)

(300,923)  (35,255)

Cash flows from financing activities:
Net proceeds from issuance of common stock upon exercise of stock

46,404 4,505
(863,552)  (409,750)
057,800 394,334

(3.568) (1,972)

137,084  {12,383)

10,719 80,782
210,834 130,052

options and in connection with the employee stock purchase plan . . . .. 31,846
Retirement of debt obligations ........... ... ... .. ... oo —
Net (costs) proceeds from issuance of debt .. ....................... (850)
Payment of debt and capital lease obligations . . .. ................... (6,654)

Net cash provided by (used in) financing activities ............ 24,342
Increase in cash and cash equivalents ....................... 99,978
Cash and cash equivalents at beginningof year . .............. 221,553
Cash and cash equivalents atendof year .................... $ 321,531

$ 221,553 $ 210,834

Supplemental disclosures of cash flow information:

$ 115604 § 127,669

$ 25052 % 9,950

$ 410 $ 152

Cashpaid forinterest . ......... ... ... . .o, $ 91,631
Cash paid for debt extinguishment costs . ............... .. ... $ —
Addition of capital lease obligation . . .......... ... ... .. .. $ 1,622
Shares issued in merger with Xspedius Communications, LLC ... $ —

$ 326,884 $ —

See accompanying notes to the consolidated financial statements
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TIME WARNER TELECOM INC.

CONSOLIDATED STATEMENTS OF CHANGES IN STOCKHOLDER'’S EQUITY
Years Ended December 31, 2007, 2006, and 2005

Common Stock

Class A Class B Aﬂ:;::llﬁﬂal Accumulated stocla?(:?(liers’
Shares Amount Shares Amount capital deficit equity
{amounts in thousands)
Balance at January 1, 2005 .. .... 49.869 § 499 65937 $659 51172440 $ (806,440) $ 367,158
Net loss and comprehensive
foss .. i — — — — —_ (108,064) (108,064)

shares issued for cash in
connection with the exercise
of stock options and the
employee stock purchase

plan ......... . ..., 1,489 14 — — 4,491 — 4,505
“itock-based compensation . ... 87 1 — —_ 914 — 915
Balarce at December 31,2005 . ... 51,445 514 65,937 659 1,177,845 (914,504) 264,514

Het loss and comprehensive

10S5 ... - — — — — (98,819)  (93,819)
Shares issued for cash in

connection with the exercise

of stock options and the

employee stock purchase

plan ......... ... ... ..., 7.127 72 — — 46,332 —_ 46,404
Shares issued in connection

with secondary offering .... 65.854 658 (65,854) (658) — — —
C'onversion of Class B shares to

Class Ashares ........... 83 1 (33) (1) —_ — —

Shares issued in merger with
Xspedius Communications,

LLC ... ... i 18,249 182 — - 326,702 — 326,884
Stock-based compensation . . . . 57 1 — — 13,664 —_ 1,665
Balan:e at December 31, 2006 .. .. 142815 1,428 — — 1,564,543 (1,013,323) 557,648

Net loss and comprehensive

loss ..o — —_ —_ — —_ (40,269)  (4(,269)
S.aares issued for cash in

connection with the exercise

of stock options and the

employee stock purchase

plan ... ... o 3,536 35 — - 31,811 — 31,846
Stock-based compensation . . . . 191 2 — —_ 21,998 —_— 22@
Balance at December 31,2007 .. .. 146,542 $1,465 — $— 31,618,352 $(1.053,592) § 566.&?2

See accompanying notes to the consolidated financial statements
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TIME WARNER TELECOM INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

1. Organization and Summary of Significant Accounting Policies
Description of Business and Capital Structure

Time Wamner Telecom Inc. (the “Company™), a Delaware corporation, is a leading national provider of
managed network services specializing in Ethernet and transport data networking, Internet access, local and long
distance voice, VoIP and network security services, to enterprise organizations and communications services
companies throughout the U.S.

From the Company’s formation until September 26, 2006, the Company had two classes of common stock
outstanding, Class A common stock with one vote per share and Class B common stock with ten votes per share.
Each share of Class B common stock was convertible, at the option of the holder, into one share of Class A
common stock. The Class B common stock was collectively owned directly or indirectly by Time Warner Inc.
(“Time Warner”), Advance Telecom Holdings Corporation and Newhouse Telecom Holdings Corporation
(*Advance/Newhouse™) (collecnvely, the ““Class B Stockholders”) On March 29, 2006 and September 26, 2006,
the Class B Stockholders completed underwritten offerings of 22,310,000 shares and 43,544,158 shares,
respectively, of Class A common stock of the Company, which were converted from shares of Class B common
stock to shares of Class A common stock immediately prior to the offerings. In connection with the closing of the
September 26, 2006 offering, Advance/Newhouse converted all of its remaining shares of Class B common stock
that were not sold in the offering to shares of Class A common stock. As a result, the Company has not had
shares of Class B common stock outstanding since September 26, 2006. In June 2007, the Company’s
stockholders approved an amendment to the Company’s Restated Certificate of Incorporallon which eliminated
references to Class A and Class B common stock. As a result, no shares of Class B common stock were
authorized as of December 31, 2007 and Class A common stock authorized and outstanding as of December 31,
2006 is classified as common stock. ) S ‘

The Company also is authorized to issue shares of preferred stock. The Company’s Board of Directors has
the authority to establish voting powers, preferences, and special rights for the preferred stock. No shares of
preferred stock have been issued.

Basis of Consolidation

The consolidated financial statements include the accounts of the Company and all entities in which the
Company has a controlling voting interest (“subsidiaries™). Significant intercompany accounts and transactions
have been eliminated. Significant accounts and transactions with Time Warner, Advance/Newhouse and their
affiliates through September 26, 2006 are disclosed as related party transactions.

On October 31, 2006, the Company completed the acquisition of Xspedius Communications, LLC
(“Xspedius™). Xspedius’ results of operations, cash flows and financial position are included in the consolidated
financial statements from the date of acquisition (see Note 2).

Change in Accounting Estimate

During the first quarter of 2007, the Company evaluated the depreciable life used for fiber assets and
determined that to better reflect the economic utilization of those fiber assets, the lives were extended from 15
years to 20 years, or the lease term, if shorter, for leased fiber assets. This change in estimate, effective as of
January 1, 2007, was accounted for prospectively, in accordance with Financial Accounting Standards Board
(“*FASB™) Statement of Financial Accounting Standards (“SFAS™) No. 154, Accounting Changes and Error
Corrections. This change lowered depreciation expense and reduced net loss by $19.2 million, or approximately
$0.13 per share, for the year ended December 31, 2007.
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TIME WARNER TELECOM INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continued)

Estimutes

The preparation of financial statements in conformity with U.S. generally accepted accounting principles
requires management to make estimates and assumptions that affect the reported amounts of assets and liabilities
at the date of the financial statements and the reported amounts of revenue and expenses during the reporting
period Actual results could differ from those estimates. Areas that require significant management judgments
includ:: taxes, revenue and receivables, impairment of investments and long-term assets, regulatory fees, asset
retirerment obligations, evaluation of impairment of goodwill, purchase price allocation, and carrier liabilities.

Segment Reporting

The Company operates in one segment across the United States.

Cash F'guivalents \

The Company considers all highly liquid debt instruments with an original maturity of three months or less,
when purchased, to be cash equivalents. :

Investnents

At December 31, 2007, investments included in cash and cash equivalents of $320.9 million were comp:ised
of monzy market funds, and long term investiments of $14.5 million were comprised of commercial paper with
exposue to sub-prime mortgages that is past its maturity date. At December 31, 2006, marketable secur.ties,
included in cash and cash equivalents and investments, were classified as held-to-maturity because the Company
had the intent and ability to hold the securities to maturity. Held-to-maturity securities are carried at amoriized
cost, which was $308.7 million at December 31, 2006. The fair value of marketable debt securities was not
materially different than the amortized cost. See Note 3 for more information on *he Company’s investments,

At December 31, 2007 and 2006, the Company had certain funds held at financial institutions of $35.5
million and $10.6 million, respectively. These amounts were included in other current assets and are restricted
because they secure primarily outstanding insurance bends.

Receivables

Th= Company generally bills in advance for the majority of the services it provides and does not require
significant collateral from its customers. The Company evaluates whether receivables are reasonably assured of
collection by ongoing credit evaluations of significant customers’ financial condition, and provides an allowunce
for doutitful accounts based on the expected collectability of all receivables. The allowance for doubtful acco ints
was $12.0 million, or 14% of gross receivables at December 31, 2007, and $13.2 million, or 15% of gioss
receivat les at December 31, 2006.

Property, Plant, and Equipment

Praperty, plant, and equipment are recorded at cost except for assets acquired through acquisition of
businesses which are recorded at fair value. Construction costs, labor, applicable overhead related to the
developinent, installation, and expansion of the Company’s networks, and interest costs related to construction
are capitalized. Capitalized labor and applicable overhead was $52.0 million, $39.8 million, and $33.2 million for
2007, 2006, and 20035, respectively. Capitalized interest was $2.4 million, $2.4 million, and $2.9 million for
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TIME WARNER TELECOM INC,
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continued)

2007, 2006, and 2003, respectively. Repairs and maintenance costs are charged to expense when incurred. The
Company disposes of assets that are no longer in use. Losses on such disposals are included as a component of
depreciation expense and were $0.9 million, $1.7 million and $3.8 million in 2007, 2006, and 2005, respectively.

The Company licenses the right to use fiber optic capacity in 23 of its markets from either Time Warner
Cable, Comcast Corporation (as successor to Time Warner Cable in three of those markets) or an affiliate of
Bright House Networks, LLC. The Company pays its allocable share of the cost of fiber and construction
incurred by Time Warner Cable, Comcast Corporation and the Bright House Networks, LLC affiliate in routes
where the parties are in joint construction. See Note 6 for additional information.

Depreciation is provided on the straight-line method over estimated useful lives as follows:

Buildings and improvements .................. 10-20 years or lease term, if shorter
Communications network equipment ........... 5-15 years

Vehicles and other equipment . ................ 3-10 years

Fiber and righttouse ........................ 20 years or lease term, if shorter

Depreciation expense was $279.5 million, $252.2 million, and $236.9 million in 2007, 2006, and 2005,
respectively. During the first quarter of 2007, the Company evaluated the depreciable life used for fiber assets
and determined that 1o better reflect the economic utilization of those fiber assets the lives were extended from 15
years to 20 years, or the lease term, if shorter, for leased fiber assets (see Change in Accounting Estimate above).
Property, plant, and equipment consists of:

December 31,
- 2007 2006
(amounts in thousands)
Land, buildings and improvements ................ [P $ 65251 § 64377
Communications networks equipment ............... e 1,986,801 1,799,312
Vehicles and other equipment . .................. e 177,742 159,450
Fiber and righttouse ......... . ... . o 792,958 748,492
3,022,752 2,771,631
Less accomulated depreciation ... (1,727,852) (1,477,519)
o Y $1,204900 § 1,204,112

Income Taxes

Deferred income taxes are provided for temporary differences between the carrying amounts of assets and
liabilities and the amounts used for tax purposes. The Company does not record a valuation allowance against net
deferred tax assets when it is more likely than not the net deferred tax asset will be realized.

In July 2006, the FASB issued FASB Interpretation No. 48, Accounting for Uncertainty in Income Taxes-an
Interpretation of FASB Statement No. 109 (“FIN 48") effective January 1, 2007. FIN 48 clarifies the accounting
for uncertainty in income taxes recognized in financial statements and requires the impact of a tax position to be
recognized in the financial statements if that position is more likely than not of being sustained on audit, based on
technical merits of the position. The Company has evaluated the impact of FIN 48 on its financial statements and
has concluded that it does not have a material impact on the Company’s accumulated deficit, results-of operations
or net loss.
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Goodwill

The Company performs impairment tests at ieast annually on all goodwill and indefinite-lived intangible
assets 1s required by FASB Statement No. 142, Goodwill and Other Intangible Assets (“SFAS 142"). SFAS 142
requires goodwill to be assigned to a reporting unit and tested using a consistent measurement date, which for the
Compiny is the fourth quarter of each year or more frequently if impairment indicators arise. For purposes of
testing goodwill for impairment, our goodwill has been assigned to our one consolidated reporting unit. Potential
impair nent is indicated when the book value of a reporting unit, including goodwill, exceeds its fair value. If a
potential impairment exists, the fair value of the reporting unit is compared to the fair value of its assets. and
liabilit:es, excluding goodwill, to estimate the implied value of the reporting unit’s goodwill. If an impairment
charge is deemed necessary, a charge is recognized for any excess of the book value over the implied fair value.
Considerable management judgment is necessary to estimate the fair value of assets; accordingly, actual results
could vary significantly from estimates. The Company has completed annual goodwill impairment tests which
did not result in an impairment charge in 2007, 2006, or 2005.

Other (Assets

hher assets primarily include deferred debt issuance costs which are amortized to interest expense over the
life of their respective debt agreements.

Impairment of Long-Lived Assets

Tte Company periodically reviews the carrying amounts of property, plant, and equipment and its
identifiible intangible assets to determine whether current events or -circumstances warrant adjustments to the
carryinyg amounts. If an impairment adjustment is deemed necessary (generally when the net book value cf an
asset er.ceeds the expected future undiscounted cash flows to be generated by that asset or group of assets), the
loss is measured by the amount that the carrying value of the assets exceeds their fair value. Considerable
management judgment is necessary to estimate the fair value of assets; accorcingly, actual results could vary
significantly from estimates. Assets to be clisposed of are carried at the lower of their carrying amount or fair
value less costs to sell. The Company’s annual asset impairment test did not result in an impairment charge in
2007, 206 or 2005.

Asset Retirement Obligations

Thz Company accounts for asset retirement obligations under FASB Statement No. 143, Accounting for
Asset Retirement Obligations ("SFAS 1437) as interpreted by FASB Interpretation No. 47, Accounting for
Conditional Asset Retirement Obligations. SFAS 143 requires that the estimated fair value of an asset retirement
obligation be recorded when incurred. The associated asset retirement costs are cipitalized as part of the carrving
amount of the long-lived asset and depreciated over the asset’s estimated useful life. The Company has asset
retirement obligations related to decommissioning of electronics in leased facilities and the removal of certain
fiber ard conduit systems, Considerable management judgment is required 11 estimating these obligations,
Importa it assumptions include estimates of retirement costs, the timing of the future retirement activities, and the
likelihond of retirement provistons being enforced. Changes in these assumptions based on future informazion
could result in adjustments to estimated liabilities.

The Company’s asset retirement obligations were $17.2 million and $15.8 million as of December 31, 2007
and 200, respectively. The increase was primarily due to the accretion of the liability.
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Regulatory and Other Contingencies

The Company is subject to significant government regulation, some of which is in a state of flux due to
challenges of existing rules. Such regulation is subject to different interpretations, inconsistent application and
has historically given rise to disputes with other carriers and municipalities regarding the classification of traffic,
rights-of-way, rates and minutes of use.

Management estimates and reserves for the risk associated with regulatory and other carrier contingencies.
These estimates are based on assumptions and other considerations including studies of traffic patterns,
expectations regarding regulatory rulings, historic experience and ongoing negotiations. The Company evaluates
these reserves on an ongoing basis and makes adjustments as necessary.

Revenue

The Company’s revenue is derived primarily from business communications services. Network services
transmit voice, data and images as well as enable transmission for storage using state-of-the-art fiber optics. Data
and Internet services include services that enable customers to connect their internal computer networks and to
access external networks, including Internet at high speeds using Ethernet protocol, such as metro and wide area
Ethernet, virtual private network solutions and Internet access. Voice services include traditional and next
generation voice capabilities, including voice services from stand alone and bundled products, long distance, 800
services, and voice over Internet protocol (“VoIP"). Intercarrier compensation is comprised of switched access
services and reciprocal compensation. Switched access represents the compensation from another carrier for the
delivery of traffic from a long distance carrier’s poimt of presence and an end-user’s premises provided through
the Company’s switching facilities. The Federal Communications Commission (“FCC”™) and state public utility
commissions regulate switched access rates in their respective jurisdictions. Reciprocal compensation represents
compensation from local exchange carriers (“LECs”) for local exchange traffic originated on another LEC’s
facilities and terminated on the Company’s facilities. Reciprocal compensation rates are established by
interconnection agreements between the parties based on federal and state regulatory rulings.

The Company’s customers are principally enterprise organizations in the distribution, health care, finance,
and manufacturing industries, state, local and federal government entities as well as long distance carriers,
incumbent local exchange carriers (“ILECs™), and competitive local exchange carriers (“CLECs”), wireless
communications companies, and Internet service providers (“1SPs”),

Revenue for network, data and Internet, and the majority of voice services is generally billed in advance on
a fixed rate basis and recognized over the period the services are provided. Revenue for the majority of
intercarrier compensation and long distance is generally billed on a transactional basis in arrears determined by
customer usage with some fixed rate elements. The transactional elements of voice services are billed in arrears
and estimates are used to recognize revenue in the period earned.

The Company evaluates whether receivables are reasonably assured of collection based on certain factors,
including the likelihood of billing being disputed by customers. In situations where a billing dispute exists,
revenue is not recognized until the dispute is resolved.

Pursuant to the FASB’s Emerging Issues Task Force (“EITF’) Issue 99-19, Reporting Revenue Gross as a
Principal Versus Net as an Agent, the Company classifies certain taxes and fees billed to customers and remitted to
government authorities on a gross versus net basis in revenue and expense. Beginning January 1, 2007 with the
adoption of EITF Issue 06-3, How Sales Taxes Collected From Customers and Remitted to Governmental
Authorities Should Be Presented in the Income Statement (“EITF 06-3""}, the Company added additional fees billed
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to custymers and remitted to government authorities in its classification of gross versus net, which resulted :n an
increas: to revenue and expense of $14.9 million in the consolidated statement of operations for the year ended
December 31, 2007. Prior pericds were not reclassified as the effect would not be material, The total amount
classifizd as revenue associated with such fees was approximately $31.9 million, $13.0 million and $11.4 million
for the years ended December 31, 2007, 2006 and 2005, respectively, including the additional fees described above.

Operating Expenses

Operating expenses consist of costs directly related to the operation and maintenance of networks and the
provisioning of services but exclude depreciation, amortization and accretion, which is reported separately. These
costs include the salaries and related benefits and expenses, including stock-based compensation, of customer
care, provisioning, network maintenance, technical field, network operations and engineering personnel, costs to
repair : nd maintain the Company’s network, and costs paid to other carriers to carry a portion of the Company’s
traffic and to interconnect the Company’s networks, and for facility leases.

Significant Customers

Tte Company has substantial business relationships with a few large customers, including major long
distanc:: carriers. The Company’s top 10 customers accounted for an aggregate of 26%, 31%, and 32% of the
Compa1y’s total consolidated revenue for the years ended December 31, 2007, 2006, and 20035, respectively. No
custom:r accounted for 10% or more of total revenue in 2007 and 2005. In 2009, revenue from AT&T Inc. and
affiliates as of December 31, 20006 represented 11% of the Company’s consolidated revenue.

Loss Per Common Share and Potential Comunon Share

The Company compules Joss per common share in accordance with the provisions of FASB Statement
No. 128, Earnings Per Share, which requires companies with complex capital structures to present basic and diluted
eaming:;: per share (“EPS”). Basic EPS is measured as the income or loss available to common stockholders divided
by the vseighted average outstanding common shares for the pertod. Diluted EPS is similar to basic EPS but presents
the dilwive effect on a per share basis of potential common shares (e.g., convertible securities, stock options, etc.} as
if they had been converted at the beginning of the periods presented. Potential common shares that have an anti-
dilutive effect (e.g., those that increase income per share or decrease loss per share) are excluded from diluted EPS.

Basic loss per share for all periods presented herein was computed by dividing the net loss by the weigited
average shares outstanding for the period.

Thz diluted loss per common share for all periods presented was computed by dividing the net loss
attribut: ble to common shares by the weighted average common shares outstar.ding for the period. Options to
purchas: shares of the Company’s common stock, restricted stock units for common stock to be issued upon
vesting and shares of common stock subject to issuance upon conversion of the Company’s convertible debt
totaled 33.2 million, 34.8 million and 19.5 million shares at December 31, 2007, 2006, and 2005, respectively.
These chares were excluded from the computation of weighted average shares outstanding because their
inclusion would be anti-dilutive.

Stock Ovption Accounting

Prior to January 1, 2006, the Company followed FASB Statement No. 123, Accounting for Stock-Besed
Compensation (“SFAS 1237), which allowed companies to either expense the estimated fair value of options or
continue: to follow the intrinsic valize method set forth in Accounting Principles Board Opinion No. 25,
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Accounting for Stock Issued to Employees (“APB 25"), and disclose the pro-forma effect on net income (loss) as
if the fair value of the options had been expensed. The Company elected to follow APB 25 and disclose the
pro-forma effects on net income (loss) as if the fair value of the options had been expensed. Under APB 25,
because the exercise price of options is generally equal to the market price of the underlying stock on the date of
the grant, no compensation expense is recognized. The Company’s stock-based compensation expense prior to
January 1, 2006 resulted primarily from the issuance of restricted stock.

Effective January 1, 2006, the Company adopted the fair value recognition provisions of FASB Statement
No. 123R, Share-Based Payment (“SFAS 123R”), which requires the cost of share-based payments to be
recognized as expense over the requisite service period. The Company adopted SFAS 123R using the modified
prospective transition method. Under that transition method, compensation expense recognized in the year ended
December 31, 2006 includes: (a) compensation cost for all share-based payments granted prior to, but not yet
vested as of January 1, 2006, based on the grant date fair value estimated in accordance with the original
provisions of SFAS 123, and (b) compensation costs for all share-based payments granted subsequent to
January 1, 2006, based on the grant-date fair value estimated in accordance with the provisions of SFAS 123R.
Results for prior periods have not been restated.

The adoption of SFAS 123R on January 1, 2006 increased the Company’s net loss by $13.5 million and
$12.8 million and net loss per share by $0.09 and $0.10 for the years ended December 31, 2007 and 2006,
respectively. There was no effect on cash flow or financial position as a result of the adoption of SFAS 123R.
The following table illustrates the pro-forma effect if the Company had applied the fair value recognition
provisions of SFAS 123 for the year ended December 31, 2005:

Year ended
December 31, 2005

(amounts in thousands,
except per share amounts)

Net 1088, as teported . ...\ iiaae e $(108,064)
Deduct: Total stock-based employee compensation expense
determined under fair value based method for all awards . ... .. (15,627)
Pro-forma Net 1SS . ... oottt e et $(123,691)
Basic and diluted loss per share, as reported .. ............. $ (093
Pro-formaloss pershare ........ ... ... coiiiiiaiiiiiis $  (1.06)

The fair value of options was estimated at the date of: grant using a Black-Scholes option pricing model. For
purposes of the actual expense recognized in the years ended December 31, 2007 and 2006 and the pro-forma
disclosure for the year ended December 31, 2005, the estimated fair value of the options is amortized to expense
on a straight-line basis (net of estimated forfeitures beginning January 1, 2006) over the options vesting period
which is equivalent to the requisite service period. The weighted-average fair value of options granted was
$10.39, $10.08 and $4.34 for the years ended December 31, 2007, 2006 and 2005, respectively, with the
following weighted-average assumptions:

Years ended December 31,

2007 2006 2005
Expected volatility ......... .. .. ..ot 56% 69% 106%
Risk-free interestrate .............covivnnieernnaonns 4.1% 4.7% 4.2%
Dividendvield ............ . i 0% 0% 0%
Expected teIm .. .. ... .ot e 4 years 4 years 4 years
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Expected volatilities are based on historical volatility of the Company’s common stock over a period
generally commensurate with the expected term of the option. The risk-free rate for stock options granted during
the per od is determined by using the U.S. Treasury rate for the nearest period that coincides with the expected
term. The expected term of stock options represents the weighted-average peried the stock options are expected
to remzin outstanding. The expected term is based on a combination of historical data and a study of the expected
term of options in the Company’s peer group.

New Accounting Pronouncements

In September 2006, the FASB issued SFAS No. 157, Fair Value Measurement (“SFAS 157) which defines
fair value, establishes a framework for measuring fair value in generally accepted accounting principles and
expand; disclosures about fair value measurements. This statement applies to other accounting pronouncerr ents
that recuire or permit fair value measurements. The Company is required to adopt SFAS 157 on a prospective
basis effective January 1, 2008. Subsequent to the issuance of SFAS 157, the FASB deferred the effective date
for one year for all nonfinancial assets and nonfinancial liabilities, except for those items that are recognized or
disclosed at fair value in the financial statements on a recurring basis. The Company does not expect the adoption
of SFA3 157 will have a material impact on its financial position and results of operations.

In February 2007, the FASB issued SFAS No. 159, The Fair Value Option for Financial Assets and
Financial Liabilities (“SFAS 1597). The fair value option established by SFAS 159 permits entities to chooge to
measure eligible financial instruments at fair value. The unrealized gains and losses on items for which the fair
value option has been elected should be reported in earnings. The decision to elect the fair value option is
determiaed on an instrument by instrument basis and is irrevocable. Assets and liabilities measured at fair value
pursuant to the fair value option should be reported separately in the balance sheet from those instruments
measurcd using other measurement attributes, This statement is effective beginning January 1, 2008, The
Company currently does not plan to elect the fair value option on its existing financial assets and finarcial
liabilitie:s upon adoption of SFAS 159.

In December 2007, the FASB issued SFAS No. 141 {revised 2007), “Business Combinations” (“SFFAS
141R”). SFAS 141R establishes the principles and requirements for how an acquirer: 1) recognizes and measires
in its financial statements the identifiable assets acquired, the liabilities assumed, and any noncontrolling interest
in the acquiree; 2) recognizes and measures the goodwill acquired in the business combination or a gain from a
bargain purchase; and 3) discloses the business combination. The statement is effective beginning January 1,
2009. Tre provisions of SFAS 141(R) will only impact the Company if it is party to a business combination &fter
the pronouncement has been adopted.

2. Acquisition

On Qctober 31, 2006, the Company acquired Xspedius Communications, LLC (“Xspedius”) through a
merger with a wholly owned subsidiary of the Company for an initial total purchase price of $552.7 million,
including the payment of $216 million in cash, the issuance of 18,249,428 shares of the Company’s comtnon
stock, a1d the assumption of certain liabilities. The Company valued the 18,249,428 shares of common stock
issued, for accounting purposes, at $17.912 per share, which was based on the average closing price on and for
the two trading days before and after the measurement date of the transaction. The resolution of a final working
capital zdjustment of $4.5 million and adjustments to severance and other directly related costs resulted in a net
decrease in purchase price of $4.2 million to $548.4 million at December 31, 2007,

Xspedius was a facilities-based provider of integrated telecommunications services to carriers and small and
mediom sized businesses primarily in the southern United States. Xspedius offered a comprehensive suite: of
services, including local and long distance voice, data and dedicated Internet access. The acquisition extended the
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Company's footprint into 31 additional markets, provided the Company with additional fiber in 12 markets
where it already operates and provided the opportunity for the Company to offer its advanced services in
additional markets over Xspedius' fiber networks. These factors contributed to a purchase price that was in
excess of the fair value of Xspedius’ net tangible and intangible assets acquired, and as a result, the Company
recorded goodwill in connection with this transaction.

The acquisition was accounted for using the purchase method in accordance with FASB SFAS No. 141,
Business Combinations (“SFAS 141™). The results of operations attributable to Xspedius are included in the
consolidated financial statements from the date of acquisition.

Purchase.price allocation

In accordance with SFAS 141, the purchase price was preliminarily allocated to the assets acquired and
liabilities assumed based on their estimated fair values as of the closing of the acquisition, with the amounts
exceeding the net fair value recorded as goodwill. Changes to the initial purchase price allocations for Xspedius
have occurred based on further analysis and final valuations of certain assets, liabilitics and pre-acquisition
contingencies, and are summarized in the table below.

Allocation at

acquisition date  Purchase price Allocation as of
October 31, 2006  adjustments December 31, 2007

(amounts in thousands)

Assets acquired

Cash and other CurTent asSEts . . v .o v v ev i vneaenennsan $ 20,893 $ (448) $ 29,445
Property, plant and equipment ................ . ... .. 127,728 1,219 128,947
Intangible assets subject to amortization .. ............ 71,003 (8,012) 62,991
OUhEr .. e e 916 -— 916
Goodwill ... e e 378,865 7,056 385,921
Total assetsacquired ............... i 608,405 (185) 608,220
Liabilities assumed
Accounts payable and other current liabilities .. ........ (50,038) (4,033) (54,071)
Other long term liabilities ......................... (5,705) — (5,705)
Total liabilities assumed ....... ... . 00 iiaiiiiiii, (55,743) (4,033 (59,776)
Purchase price ..........coceeriiiiiaannnininnniinness $552,662 $(4,218) $548,444

Identified intangible assets are being amortized using methods of amortization that correlate to the pattern in
which the economic benefits are expected to be realized. The customer relationships intangible asset is being
amortized using the sum of the years digits method over an estimated life of 10 years. Other intangible assets,
including favorable operating leases and licenses and permits, are being amortized on a straight-line basis over
expected lives ranging from two to 10 years. The Company allocated goodwill to its one consolidated reporting
unit. The amount of goodwill expected to be deductible for tax purposes is estimated to be $383.6 million.

In connection with the acquisition, the Company recorded $2.3 million of severance and severance-related
costs in the above allocation of the cost of the acquisition in accordance with EITF Issue No. 95-3, Recognition
of Liabilities in Connection with a Purchase Business Combination {“EITF 95-3"). The following table
summarizes the Company’s utilization of severance-related accruals for the year ended December 31, 2007:

December 31, Purchasce Price Payments/ December 31,
2006 Accruals Adjustments 2007
(amounts in thousands)

Severance and severance-related costs .. $1,408 $411 $(1,737) 382
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Pro Forma Information

" The following unaudited pro forma consolidated results of operations of the Company for the years ended
Decembzr 31, 2006 and 2005 assume that the acquisition occurred as of January 1 in each fiscal year shown
below: '

Years ended December 31,

2006 2005
. (amounts in thousands, except per share amounts)
Revenue ........ ... 51,003,435 $ 923,387
Net oSS - ottt e e (133,465) (163,500)
Net loss per share, basic and diluted .. . ............ .. b (0.96) $ (1.22)

The pro forma amounts represent the historical operating results of Xspedius with appropriate adjustments
that give effect to depreciation, amortization and interest expense. The pro forma amounts also give effect to the
additionid interest expense resulting from financing a portion of the cash consideration paid in the acquisition as
well as elimination of interest income eamed on the remaining cash consideration which was funded with cash on
hand.

The unaudited pro forma results are presented for illustrative purposes only and do not reflect the realization
of poten:ial cost savings related to full network optimization and the redundant effect of selling, general and
administ-ative expenses. These pro forma results do not purport to be indicative of the results that would huve
actually seen obtained if the acquisition occurred as of the beginning of each period presented, nor does the pro
forma data intend to be a projection of results that may be obtained in the future.

3. Investments

Inve stments are summarized as follows:
December 31,

2007 2006
(amounts in thousands)

Cash equivalents:

Shares of money market mutual funds . ...... ... ... ... . . $320.852 1,592
Corporate debUSECUNIESs . ... .. ... it e i et e e — 219,2E
Totz) cashequivalents . ... ... ... . . i i i e 320,852 220,835
Marketat le debt securities — corporate debt securities ... ............. . ... L. — 87.900

Long terra inVeStments ... ... .ottt ittt e B 14,456 —
Total cash equivalents and investments ............ ... ... cooiuirieunn.. $335,308 308,73‘_5_

During the vear ended December 31, 2007, the Company recognized an impairment loss of $7.3 million on
commerc al paper with exposure to sub-prime morigages that is past its maturity date. The impairment loss was
estimated based on data from financial advisors to fiduciaries for the commerciel paper holders. The carryiag
value of these securities after recognition of the loss is $14.5 million at December 31, 2007. These securities zre
classified as long term investments in the December 31, 2007 consolidated balance sheet. .
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4. Intangible Assets
Indefinite Life Intangibles

The Company had goodwill of $412.7 million and $405.6 miilion as of December 31, 2007 and 2006,
respectively. The increase in the carrying value of goodwill of $7.1 million during 2007 was the result of changes
to the initial purchase price allocation for Xspedius based on further analysis and final valuations of certain
assets, liabilities and pre-acquisition contingencies as discussed in Note 2.

Definite Life Intangibles

Definite life intangibles consist primarily of customer relationships which were acquired as a result of the
Company’s acquisition of Xspedius. Definite life intangible assets are being amortized using methods of
amortization which correlate to the pattern in which the economic benefits are expected to be realized. Customer
relationships are amortized using the sum of the years digits method over an estimated life of 10 years. Other
intangible assets, primarily intangible assets acquired as a result of the Company’s acquisition of Xspedius, are
being amortized on a straight-line basis using expected lives ranging from two to 10 years. The decrease in the
gross carrying value of definite life intangible assets of $%.1 million was the result of finalization of the valuation
of acquired assets as discussed in Note 2. Definite life intangible assets subject to amortization were as follows:

December 31, 2007 . December 31, 2006
Gross - Net Gross Net
Carrying Accumulated Carrying Carrying  Accumulated Carrying
Useful Lives Value Amortization Value Value Amortization VYalue
(amounts in thousands)
Customer relationships . .. 10 years $59,086  $(12,354) $46,732 $59,086 $(2,430) $56,656
Other ............. .. .. 2 10 10 years 6,363 {2,093) 4,270 14,507 (1,709) 12,798

$65,449  $(14.447) °$51,002 $73,593  $(4,139) $69,454

Intangible asset amortization expense was $10.4 million, $2.6 million and $0.1 million for the years ended
December 31, 2007, 2006 and 2003, respectively.

. The amortization expense related to intangible assets recorded as of December 31, 2007, for each of the five

succeeding years is estimated to be the following for the years ended December 31, 2008 — $9.9 million; 2002
— $8.9 million; 2010 — $7.8 million; 2011 — $6.7 miilion; and 2012 — $5.6 million.

5. Long-Term Debt

December 31,
2007 2006
(amounts in thousands)

Term Loan B due 2013 .. ..ottt e e s $ 594,000 $ 600,000
914% Senjor Notesdue 2014 .. ... i i 400,000 400,000
2.375% Convertible Senior Debentures due 2026 ......... ... .. o i 373,750 373,750
TOtAl GEDE . .+ - e o e e e e e e e e e e e e e e e 1,367,750 1,373,750

Unamortized premium . . .. ... f e e e e e 340 386

CULTENT POTHON .« o oottt ittt ve e e et e st an e m st e s (6,000) (6,000)
Total long-term debt ... ......iut e $1,362,090 $1,368,146
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The schedule of principal payments on long-term debt as of December 31, 2007 is as follows (amounts in
thousaruls):

P $ 6,000
2000 e 6,000
2000 e e e 6,000
.2 1) 6,000
200 e 6,000
Thereafter . ... .. .. e e 1,337,750
Total Payments . ... ... . e e e e $1,367,750

On May 1, 2006, the Company redeemed its $400 million principal amount 10%:% Senior Notes due
February 2001 (the “10 ¥%% Senior Notes”) at a total redemption price of $420.3 miilion. The call premium of
$20.3 m:1lion and $5.5 million write off of deferred debt issuance costs related to the 10 V8% Senior Notes hive
been classified as debt extinguishment costs in the accompanying consolidated statements of operations for the
year endzd December 31, 2006. '

On November 6, 2006, the Company redeemed its $240 million principal amount of Second Priority Senior
Secured Floating Rate Notes due February 2011 (the “2011 Notes™) at a total redemption price of $244.8 million,
The call premium of $4.8 million and $3.6 million write off of deferred debt issnance costs related to the 2011
Notes huve been classified as debt extinguishment costs in the accompanying consolidated statements of
operatious for the year ended December 31, 2006.

On Jctober 6, 2006, the $150 million revolving credit facility maintained by the Company’s wholly-owned
subsidiary, Time Warner Telecom Holdings Inc. (“Holdings™), was replaced by a new $100 million revolving
credit fa:ility as described below. The $1.2 million write off of deferred debt issuance costs related to “he
termination of the facility and the $582,000 write off of deferred debt issuance costs related to the reduction of
the facility have been classified as debt extinguishment costs in the accompany:ng consolidated statements of
operatior s for the years ended December 31, 2006 and 2005, respectively.

On Dctober 6, 2006, Holdings extinguished its $200 million Term Loan B Facility. The $1.5 million wiite
off of deferred debt issuance costs related to the extinguishment of that facility have been classified as debt
extinguishment costs in the accompanying consolidated statements of operations for the year ended
December 31, 2006.

As of December 31, 2007, Holdings had outstanding $400 million principal amount of 9¥4% Senior Noes
due Febraary 2014 (the “2014 Notes™). The 2014 Notes are unsecured, unsubordinated obligations of Holdings
and are guaranteed by the Company and Holdings’ subsidiartes. The 2014 Notes are callable as of February 15,
2009, 20..0, 2011 and 2012 at 104.625%, 103.083%, 101.542% and 100%, respectively. Interest is payable semi-
annually on February 15 and August 15. Interest expense including amortization of deferred debt issuance costs
and premium relating to the 2014 Notes was $37.9 million, $37.9 million and $35.8 million for the years ended
December 31, 2007, 2006 and 2005, respectively. At December 31, 2007, the fair market value of the $400
million of 2014 Notes was approximately $410 million. These notes have not been listed on any securities
exchange or inter-dealer automated quotation system, and the estimated market value is based on indicative
pricing published by investment banks. While the Company believes these approximations to be reasonatly
accurate it the time published, indicative pricing can vary widely depending on volume traded by any givzn
investment bank and other factors. '
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As of December 31, 2007, the Company had outstanding $373.8 million principal amount 2¥k%
Convertible Senior Debentures due April 1, 2026 (the “Convertible Debentures™). Offering costs of $11.3 million
were deferred and are being amortized to interest expense over the term of the Convertible Debentures. The
Convertible Debentures are general, unsecured obligations of the Company. Interest is payable semi-annually on
April | and October 1, commencing October 1, 2006. The Convertible Debentures are redeemable in whole or in
part at the Company’s option at any time on or after April 6, 2013 at a redemption price equal to 100% of the
principal amount of the debentures to be redeemed, plus accrued and unpaid interest. Holders of the debentures
have the option, at any time prior to April 1, 2026, to convert the debentures into shares of the Company’s
common stock at a conversion rate of 53.6466 per $1,000 principal amount of debentures representing a
conversion price of $18.64 per share. Upon conversion, the Company will have the right to deliver, in lieu of
shares of common stock, cash or a combination of cash and shares of common stock. Interest expense, including
amortization of deferred debt issuance costs, was $9.4 million and $7.1 million for the years ended December 31,
2007 and 2006, respectively. As of December 31, 2007, none of the holders has converted any Convertible
Debentures into common stock. At December 31, 2007, the fair market value of the $373.8 million of the
Convertible Debentures was approximately $475 million. These notes have not been listed on any securities
exchange or inter-dealer automated quotation system, and the estimated market value is based on indicative
pricing published by investment banks. While the Company believes these approximations to be reasonably
accurate at the time published, indicative pricing can vary widely depending on volume traded by any given
investment bank and other factors.

As of December 31, 2007, Holdings had a $700 million senior secured credit facility (the “Credit Facility™)
consisting of a $600 million Term Loan B (“Term Loan”) maturing in January 2013 and a $100 million revolving
credit facility (the “Revolver”) maturing in October 2011. Components of the Credit Facility and related
financing are detailed below:

« The Term Loan is a secured obligation, on a first lien basis, of Holdings. The Term Loan is guaranteed
by the Company and Holdings’ subsidiaries. On October 6, 2006, Holdings drew $200 million on the
Term Loan (o extinguish its existing Term Loan. On October 31, 2006, Holdings drew the remaining
$400 miltion on the Term Loan. Repayments of the Term Loan are due quarterly in an amount equal to
Ya of 1% of the aggregate principal amount on the last day of each quarter beginning March 31, 2007,
and the balance is payable on January 7, 2013. Interest is computed based on a specified Eurodollar
rate plus 1.75% to 2.0%, after giving effect to an amendment on February 15, 2007 which reduced the
interest rate by 25 basis points, and will be reset periodically and payable at least quarterly. Based on
the Eurodollar rate in effect at December 31, 2007, the rate was 6.9% and interest expense including
commitment fees and amortization of deferred debt issuance costs relating to the Term Loan was $44.8
million and $9.0 million for the years ended December 31, 2007 and 2006, respectively.

+ The Revolver is secured and guaranteed in the same manner as the Term Loan. Interest on outstanding
amounts, if any, will be computed based on a specified Eurodollar rate plus 2.0% to 2.75% and will be
reset periodically and payable at least quarterly. The Company is required to pay a commitment fee on
the undrawn commitment amounts on a quarterly basis of 0.5% per annum. If the facility were drawn,
certain restrictive financial covenants would apply. As of December 31, 2007, the Revolver was
undrawn. Commitment fee expense and amortization of deferred debt issuance costs relating to the
Revolver was $636,000 and $153,000 for the years ended December 31, 2007 and 2006, respectively.

The 2014 Notes described above are governed by an indenture that contains certain restrictive covenants.
These restrictions affect, and in many respects significantly limit or prohibit, among other things, the ability of
the Company to incur indebtedness, make prepayments of certain indebtedness, pay dividends, make
investments, engage in transactions with stockholders and affiliates, issue capital stock of subsidiaries, create
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liens, se'll assets, and engage in mergers and consolidations. The credit agreement for the Company’s Term Loan
contain: similar restrictions. The Revolver covenants contain additional restrictions, as well as certain finar cial
covenarts that the Company must comply with if it draws on the Revolver.

As of December 31, 2007, the Company and Holdings were in compliance with all of their covenants.

6. Transactions with Former Related Parties

As a result of the secondary offering completed on September 26, 2006, the former Class B Stockholders are
no longer related parties, In the normal course of business, the Company has engaged in various transactions with
affiliates of the former Class B Stockholders, generally on negotiated terms ameong the numerous affected
operating units that, in management’s view, result in reasonable arms-length terms. Information is reported cnly
for the years ended December 31, 2006 and 2005 because the former Class B Stockholders were not relited
parties ¢fter September 26, 2006. The capacity license agreements and the other arrangements described below
were no. impacted by the former Class B Stockholders’ sales of their shares of the Company.

Sinze 1998, the Company has been party to capacity license agreements with Time Warner Cable, an
affiliate of Time Warner, that provide access to local rights-of-way and construction cost-sharing until 2028. 'The
Company has similar arrangements with Bright House Networks, LLC (“Bright House”), an affiliate of Advance/
Newhouse, that manages certain cable systems in Florida and Indiana and with Comcast Corporation as
successcr to Time Warner Cable in three markets. Twenty-three of the Company’s 75 markets use fiber capacity
licensed from Time Warner Cable, Comcast or Bright House {the “Cable Operations”™). Under the terms of those
agreements, if the Company wishes to license fiber capacity in addition to the initially licensed capacity, the
Company must pay the Cable Operations an amount equal to the Company’s allocable share of the total cosl. of
construc:ing the route in question, plus permitting and supervision fees as a license fee. The Company generally
pays the license fee at the time the network is constructed. Under those agreements, the Company licenses the
capacity of discrete fibers and attaches its own electronics. Pursuant to the licensing arrangements, the Company
paid the Cable Operations $3.6 million and $4.9 million in 2006 and 2005, respectively. These fees are
capitalized to property, plant, and equipment and amortized over their useful lives as depreciation and
amortiza:ion expense. As of September 26, 2006, the Company’s gross property, plant, and equipment included
$196.6 niillion in licenses of fiber capacity pursvant to the agreements.

Uncer-the fiber capacity licensing agreements, the Company reimburses the Cable Operations for facility
maintenance and pole and conduit rental costs. The reimbursements to the Cable Operations aggregated $3.2
million énd $5.6 million in 2006 and 2005, respectively, and are a component of operating expenses in the
consolidi ted statements of operations. In certain cases the Company’s operations are co-located with the Cable
Operations facilities and are allocated a charge for various overhead expenses. Under the terms of leases and
subleases between the Company and the Cable Operations, allocations for rent from the Cable Operations ire
typically based on square footage and allocations for utility charges are based on actoal usage. Charges from the
Cable Ogerations were $1.4 million for the period ended September 26, 2006 and $2.4 million for the year ended
December 31, 2005, and are a component of selling, general, and administrative expenses in the consolidated
statermen's of operations. The charges by these affiliates for rent and utilities do not differ materially from
charges the Company incurs in locations where the Company leases space from unaffiliated parties.

Affiiates of the former Class B Stockholders purchase services from the Company. Revenue from these

affiliates, which includes network, data and Internet and voice services, aggregated $13.1 million for the periad
from January 1, 2006 to September 26, 2006 and $16.9 millicn for the year ended December 31, 2005,
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7. Income Taxes

Income tax expense for the year ended December 31, 2007 is comprised solely of current state income taxes.
fncome tax expense for the year ended December 31, 2006 is comprised solely of deferred state income taxes.

Total income tax expense differed from the amounts computed by applying the federal statutory income tax
rate of 35% to loss before income taxes as a result of the following items for the years ended December 31, 2007,
2006, and 20035:

2007 2006 2005
Federal statutory income tax {benefit) ............... ..o oo 35.00% (35.00% (35.00%
State income tax expense (benefit), net of federal income tax .............. ..., 0.1 4.2) (GR)]
Change in valuation allowance . . ... ..ot 341 39.0 40.1
(8711 = S AR S 34 03 0.8
INCOME [AX EXPENMSE . ..ot e i iia s rea e eenns 26% 01% 00%

The tax effects of temporary differences that give rise to significant components of the Company’s deferred
tax assets and liabilities at December 31, 2007 and 2006 are as follows:

2007 2006
{amounts in thousands)

Current deferred tax assets {liabilities):

Accrued Habilities . ...ttt e e $ 27,236 37,846
Allowance for doubtful 3cCOUNES . ... ... o it i e 2,529 5,178
Deferred TEVENUE . . . o oot e e e e ettt et e et ettt e 6,076 8,217
BT« s e e e — —
Valuation allOWANCE . . . o\t et et et e e e e (27,138)  (38.448)
Current deferred tax S8l NEL ...\t i it it et i e e s 8,703 12,793
Non-current deferred tax assets (liabilities):
Depreciation and amortization ... .. ... ... (47,225)  (51,203)
Net operating loss carryforwards . ... 392445 383,935
(0] 51T S ORI 9,367 5,952
Valuation alloWanCe . ... .ottt e e (304,540) (292,727)
Non-current deferred tax asset, NEL . .. ..ot it it r i 50,047 45,957
Deferred tax aSSet, MEL . . v\ttt et e e et s s ae e a e $ 58,750 58,750

At December 31, 2007, the Company had net operating loss carryforwards for federal income tax purposes
of approximately $1.1 billion. These net operating loss carryforwards, if not utilized to reduce taxable income in
future periods, will expire in various amounts beginning in 2019 and ending in 2026.

The Tax Reform Act of 1986 contains provisions that limit the utilization of net operating losses if there has
been a “change of ownership” as described in Section 382 of the Internal Revenue Code. As a result of the sale of
shares of common stock by the Class B Stockholders in September 2006, the Company experienced a change in
ownership on September 26, 2006. The Company has evaluated the impact of these provisions on its financial
statements, and has concluded that the Section 382 limitation does not have a material impact on the Company’s
net deferred tax asset.
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In 2002, the Company began to establish a valuation allowance for deferred taxes that reduced its net
deferred tax asset. The additional allowance recorded was $0.5 million and $51.5 million for 2007 and 2006
respectively. At December 31, 2007, $3.6 million of the valuation allowance is related to the exercisz of
non-quidified stock options for which subsequently recognized tax benefits will be allocated directly to additianal
paid in capital. As of December 31, 2007, net deferred tax assets totaled $58.8 million. The Company has
concluded that it is more likely than not that the net deferred tax asset of $58.8 million will be realized because it
could uilize tax-planning strategies to realize this amount. However, the Company believes there may be risks in
realiziny amounts in excess of the $58.8 million through utilization of available tax planning strategies.
Accordingly, the Company has established a valuation allowance for amounts in excess of $58.8 million. The
Company’s treatment of deferred taxes and its tax planning strategies are based on certain assumptions that the
Company believes are reasonable. However, actual results could vary significantly from current assumptions and
could result in changes to the accounting treatment of these items, including, but not limited to, the necessity to
record 3 greater valuation allowance.

8. Option Plans — Common Stock and Stock Options
Time Warner Telecom 1998 Employee Stock Option Plan

Th: Company maintains the Time Warner Telecom 1998 Employee Stock Option Plan that reserved
9.0 mill on shares of common stock to be issued to officers and eligible employees under terms and conditions to
be set ty the Company’s Board of Directors. As of December 31, 2007, approximately 3.0 million shares of
common stock were reserved for issuance upon exercise of outstanding options and approximately 1.3 million
shares of common stock were available for grant under the plan. Generally, the options vest over periods of us to
four years and expire seven or ten years from the date of issuance. These options have been granted to employees
of the Company with an exercise price at market value at the date of grant, and accordingly, no compensation
cost has been recognized by the Company relating to these options prior to January 1, 2006. See Note 1 for a
discussion of compensation expense recognized on stock options beginning January 1, 2006 upon adoption of
SFAS 113R.

Time Warner Telecom 2000 Emplovee Stock Plan

The: Company maintains a Time Warner Telecom 2000 Employee Stock Plar that permits up to 24.5 million
shares of common stock to be issued pursuant to stock options and stock awards granted to officers, directors,
and eligible employees under terms and conditions to be set by the Company’s Board of Directors. As of
Decembear 31, 2007, approximately 10.2 million shares of common stock were reserved for issnance upon
exercise of outstanding options and vesting of stock awards and approximately 4.0 million shares of comnion
stock were available for grant under the plan. Generally, the options and awards vest over periods of up to four
years an] expire either seven or ten years from the date of issuance.

The options have been granted to employees of the Company with an exercise price at market value of the
underlying stock at the date of grant, and accordingly, no compensation expense has been recognized by the
Company relating to these options prior to Janvary 1, 2006. See Note 1 for a discussion of compensation expease
recognizzd on stock options beginning January 1, 2006 upon adoption of SFAS 123R and the valuation of
options.

The fair value of the restricted stock awards and restricted stock units granted was measured based on the
market value of the shares on the date of grant and the resulting expense related to these awards is being recorded
over their vesting periods, generally up to four years. The Company granted performance based awards to certain
officers of the Company that vest at the end of a two year period if the Company attains certain performance
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measures during the vesting period. The Company believes it is probable such measures will be met and
recognizes compensation expense accordingly. If such measures are not met, no compensation expense is
recognized and any recognized compensation expense is reversed.

The table below summarizes the Company’s stock option activity and related information for the year ended
December 31, 2007.

Weighted
Weighted Avg
Avg Remaining
Exercise  Contractual Aggregate
Options Price Life Intrinsic Yalue
(in years) (thousands)
Options outstanding at January 1,2007 ................. 13,737,381  $22.34
Granted .. ...ttt 1,992,772 22.08
Exercised ... oo e (3,344 491) 8.57
Forfeited ...... ...ttt (877.848) 26.56
Options outsianding at December 31,2007 .............. 11,507,814  26.04 4.23 $49,359
Vested and expected to vest at December 31,2007 ........ 9,994 827 27.59 @ $41.430
Exercisable at Decemnber 31,2007 ... .......... ... ..., 7,195,018 31.94 327 $28,061

The total intrinsic value of stock options exercised during the years ended December 31, 2007, 2006 and
2005 was $44.5 million, $69.2 million and $6.2 million. respectively. As of December 31, 2007, therc was $32.8
million of total unrecognized compensation expense related to unvested stock options, which is expected to be
recognized over a weighted-average period of 2.6 years. ’

The table below summarizes the Company’s restricted stock and restricted stock units and related
information for the year ended December 31, 2007.

Weighted
Average

Grant Date

Shares Fair Value
Nonvested at January 1,2007 ... ... .. . i 1,185,107 $14.40
Granted . . . o e 1,028,740 22.36
WeStEd .ot e e (262,476) 16.79
Forfeited . . oo e e e (114,431) 13.99

Nonvested at December 31,2007 . ... . i s 1,836,940 18.54

The total fair value of restricted stock and restricted stock units vested during the years ended December 31,
2007, 2006 and 2005 was $5.7 million, $0.3 million and $0.6 million, respectively. As of December 31, 2007,
there was $26.5 million of total unrecognized compensation expense related 1o non-vested restricted stock
awards and restricted stock units, which is expected to be recognized over a weighted-average peried of 1.7
years.
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9. Conimitments and Contingencies
Leases and Fixed Obligations

The Company leases office space and furniture, switching facilities, and fiber optic use rights. Certain of
these eases contain renewal clauses. The Company also enters into fixed maintenance agreements for
mainte 1ance of its networks.

At December 31, 2007, commitments under capital and non-cancelable operating leases and maintenance
agreements with terms in excess of one year were as follows:

Fixed
Capital Operating Maintenance
Leasies Leases Obligations

{amounts in thousands)

Year ended December 31:

2008 L e e $2174 % 41,854 $ 3,503
2000 .. e 1,797 38,343 3,503
2000 L e 1,584 34,390 3,503
200l e e 1,234 31,595 3,503
2002 e e 1,242 28,247 3,503
Thereafer .. ... .. . . . 7,605 102,964 41,032
Toal minimum lease payments . .. ......ooieeniieineinnnnnns 15,836  $277,393 $58,547
Less amount representing interest ... ... .. .. ..ccveirini, - (6,2:]_1)
Present value of obligations under capital leases ........ o 9,565
Less current portion of obligations under capital leases . ...... (1 ,33::_’)
-Obligations under capital leases, excluding current portion .... $ 8,228

As of December 31, 2007 and 2006, assets under capital lease obligations, which primarily consist of fiber
optic network components, were $12.6 million and $12.3 million, respectively, with related accumulated
depreciaion of $6.5 million and $7.1 million, respectively. Depreciation expense related to assets under capital
lease obligations was $0.8 million, $2.0 million, and $2.0 million in 2007, 2005, and 2005, respectively. The
obligations under capital leases have been discounted at an average imputed interest rate of 9.4%. Rental expense
under operating leases aggregated $61.6 million, $40.9 million, and $35.1 million for 2007, 2006, and 205,
respectively.

Other Contingencies

Maragement routinely reviews the Company’s exposure to liabilities incurred in the normal course of its
business operations. Where a probable contingency exists and the amount of the loss can be reasonably
estimated, the Company records the estimated liability, Considerable judgment is required in ana]yzmg and
recording such liabilities, and actual results could vary from the estimates.

Pencing legal proceedings are substantially limited to litigation incidental to the business of the Compary.

In the opinion of management, the ultimate resolution of these matters will not have a material adverse effect on
the Company’s financial statements.
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10. Employee Benefit Plans

Effective January }, 1999, the Company adopted the Time Warner Telecom 401(k) Plan (the “401(k)
Plan”). Employees who meet certain eligibility requirements may contribute up to 60% of their eligible
compensation, subject to statutory limitations, to a trust for investment in several diversified investment choices,
as directed by the employee. The Company makes a matching contribution of 100% of each employee’s
contribution up to a maximum of 5% of the employee’s eligible compensation. The Company’s contributions to
the 401(k) Plan aggregated $10.0 million, $7.3 million, and $6.9 million for 2007, 2006 and 2005, respectively.

Effective October 1, 2004, the Company adopted the Time Warner Telecom 2004 Qualified Stock Purchase
Plan (the “2004 Stock Purchase Plan”). Employees who met certain eligibility requirements could elect to
designate up to 15% of their eligible compensation, up to an annual limit of $25,000, to purchase shares of the
Company’s common stock at a 15% discount to fair market value. Stock purchases occurred semi-annually, with
the price per share equaling the lower of 85% of the market price at the beginning or end of the offering period.
The Company is authorized to issue a total of 600,000 shares of the Company’s common stock to participants in
the 2004 Stock Purchase Plan. During 2007 and 2006, the Company had issued approximately 192,000 and
191,000 shares of common stock under the 2004 Stock Purchase Plan for net proceeds of $3.2 million and $2.0
million, respectively.

11. Quarterly Results of Operations (Unaudited)

The following summarizes the Company’s unaudited quarterly results of operations for 2007 and 2006:

Three Months Ended
March 31 June 30 September 30 December 31
(amounts in thousands, except per share amounts)

Year Ended December 31, 2007

Total TEVENUE ... vt ieetieeiiannnr s $261,392  $268,018 $274,793 $279,476
Operating income ....... ... veeaneionnn-. 5,399 8,722 9,106 14,322
INELIOSS o oottt ettt eae e e (13,809) {(9,585) (11,583) (5,292)
Basic and diluted loss per common share . .. ...... $ (©10) $§ (OO0 § (0.08) $ 0.04)
Year Ended December 31, 2006
TOtAl TEVENUE .« v v v e v ve e e imeecanscire e $186,187  $191,298 $196,109 $238,781
Operating income (loss) ..............oononn. 2,038 3,746 5,654 4,829
3 [ o1 ST N (22,261) (40,412) (11,351) (24,795)
Basic and diluted loss per common share . ........ $ (019 $ 034 § (009 5 (0.18)

The total net loss per share for the 2007 and 2006 quarters do not equal net loss per share for the respective
years as the per share amounts for each quarter and for each year are computed based on their respective discrete
periods.

12. Supplemental Guarantor Information

On February 20, 2004, Holdings (“Issuer”) issued $200 million principal amount of 9 4% Senior Notes due
2014 (the “2014 Notes™). On February 9, 2005, Holdings issued an additional $200 million principal amount of
the 2014 Notes. The 2014 Notes are guaranteed by the Company (“Parent Guarantor”) and Holdings’ subsidiaries
(“Combined Subsidiary Guarantors™). The guarantees are joint and several. A significant amount of the Issuer’s
cash flow is generated by the Combined Subsidiary Guarantors. As a result, funds necessary to meet the Issuer’s
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debt service obligations are provided in large part by distributions or advances from the Combined Subsidiary
Guarantors. Under certain circumstances, contractual and legal restrictions, as well as the Company’s financial
condition and operating requirements and those of the Company’s subsidiaries, could limit the Issuer’s ability to
obtain cash for the purpose of meeting its debt service obligations, including the payment of principal and
interest on the 2014 Notes,

The following information sets forth the Company’'s Condensed Consolidating Balance Sheets as of
December 31, 2007 and 2006, Condensed Consolidating Statements of Operations for the years ended
Decembier 31, 2007, 2006, and 2005 and Condensed Consolidating Statements of Cash Flows for the years ended
December 31, 2007, 2006, and 2005.
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TIME WARNER TELECOM INC.

CONDENSED CONSOLIDATING BALANCE SHEET

ASSETS
Current assets;

Property, plant and equipment, net

EQUITY (DEFICIT)
Current liabilities:

Losses in subsidiary in excess of

Long-term debt and capital lease

Cash and cash equivalents .. ..
Receivables,net ............
Prepaid expenses and other current

ASSEES .ottt
Deferred income taxes .......

Total current assets ......

Long-term investments . ..........

Deferred income taxes ...........
Goodwill ...................0.
Intangible and other assets, net ....

Totalassets ............

Accounts payable ...........
Other current liabilities . . .. ...
Intercompany payable (receivable) ...

Total current liabilities . . .

investment . ...........0 .

obligations ..................
Long-term deferred revenue . ... ..
Other long-term liabilities ........

Stockholders’ equity (deficit) ... ...

December 31, 2007
Combined
Subsidiary
Parent Guarantor Issuer Guarantors  Eliminations Consolidated

(amounts in thousands)

LIABILITIES AND STOCKHOLDERS’

Total liabilities and stockholders’
equity (deficit) .......

...... $ 20563 $ 300968 $ — % — § 321,531
...... — —_ 75,976 — 75,976
...... 2,720 7,148 3,593 — 13,461
...... — 8,703 — — 8,703
...... 23,283 316,319 79,569 — 419,671
...... — 14,456 — — 14,456
...... — 36,454 1,258,446 — 1,294,900
...... — 50,047 — — 50,047
...... —_ — 412,694 — 412.694
...... 10,349 10,728 51,873 —_ 72,950
...... $ 33632 $ 428504 $1,802,582 $ — 32,264,718
...... 3 —_ $ 4720 § 42252 § — § 46972
...... 2,219 62,881 176,194 — 241,294

(1,812,586) (715,560) 2,528,146 — —
...... (1,810,367) (647,959) 2,746,592 — 288,266
...... 904,024 1,125,511 —  (2,029,533) —
...... 373,750 989,246 7,322 — 1,370,318
....... — — 19,672 — 19,672
...... — 3,045 17,192 — 20,237
...... 566,225 (1,041,339)  (988,196) 2,029,535 566,225
...... $ 33632 § 428504 $1,802,582 $ — $2,264718
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TIME WARNER TELECOM INC.
CONDENSED CONSOLIDATING BALANCE SHEET
December 31, 2006

ASSETS
Current assets:

Cash and cash equivalents . . ..., ...
Investments .....................
Raceivables, net .................
Piepaid expenses and other current

assels . ... .. S
D:ferred income taxes ............

Total current assets ...........

Property, plant and equipment, net .......

Deferred income taxes ................

Goodwill ... ... .

Other assets, net of accumulated
amortization ............. ... ...

LIABILITIES AND STOCKHOLDERS’
EQUITY (DEFICIT)

Current liabilities:
Accountspayable ................
Other current liabilities .. ..........
Intzrcompany payable (receivable) . . .

Total current liabilities ........

l.osses in subsidiary in excess of
invesment ...... ... o oL
Long-te 'm debt and capital lease
obligations ........................
Long-te'm deferred revenue .. ..., ... ..
Other long-term liabilities . .. ....... .. ..

Stockholders’ equity (deficit) ...........

Total liabilities and stockholders’
equity (deficity .. ...........

Parent Guarantor

Combined
Subsidiary
Issuer Guarantors  Eliminations Consolidated

(2mounts in thousands)

$ 681 § 223116 § (22448  — § 221,553
14,921 72,979 — — 87,900

— — 73,923 — 73923

4,006 6,108 8.390 — 18,504

— 12,793 — — 12,793
19,608 314,996 80,069 — 414673

— 27.665 1,266,447 — 1294112

— 45,957 — — 15,957

- — 405,638 —~ 405638
10916 11,608 70333 — 92,857

$ 30524 $ 400226 $1822487 $  — §2,253237
$ — $ 2518 4,137 §  — 5 41388
2,297 54915 185906 — 243,118
(1793.772) _ (704,365) 2.498,137 — —
(1,791,475 (649,199) 2,725,180 — 284,506
895601 1,053,397 —  (1948,998) —
373.750 994,396 7812 — 1375958
— — 20,357 — 20,357

— 2702 17,066 — 19,768
552,648 (1.001.070) (947.928) 1948998 552,648

$ 30,524 $ 400226 $1,822487 $  — $2,253,237
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TIME WARNER TELECOM INC.
CONDENSED CONSOLIDATING STATEMENT OF OPERATIONS
Year Ended December 31, 2007

Combined
Subsidiary
Parent Guarantor Issuer Guarantors  Eliminations Consolidated

(amounts in thousands)

Total TEVENUE . .o v oo v oo ieeeanns $ $ — $1,083679 § — $1,083,679

Costs and expenses:
Operating, selling, general and

administrative ... ... .. e — 139,411 627,265 — 766,676
Depreciation, amortization and

ACCEEHON .ot vt vt i iananr s — 14,417 265,037 — 279,454
Corporate expense allocation .......... — {153,828) 153,828 — —

Total costs and expenses . .. ....... _ — 1,046,130 — 1,046,130

Operating income ................... — — 37,549 — 37,549
Interest expense, net ..........c.. ... (8,419) (49,260) (16,117) — (73,796)
Interest expense and other loss

allocation . ... vnee i 8,419 52,282 (60,701) —
Other income (loss), net .............. — (3.022) — — {3,022)
Loss before income taxes and equity in

undistributed losses of subsidiaries ... — —_— (39,269) — (39,269)
Incometaxexpense . ................. — — 1,000 — 1,000
Net loss before equity in undistributed

losses of subsidiaries . .............. —_ — (40,269) — (40,269)
Equity in undistributed losses of

subsidiaries ........... ... .. . (40,269) (40,269) — 80,538 —
Netloss .. v i e eneens w) $ (40,269) $ (40,269) $80,538 § (40,269
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TIME WARNER TELECOM INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continued)

TIME WARNER TELECOM INC.
CONDENSED CONSOLIDATING STATEMENT OF OPERATIONS
Year Ended December 31, 2006

Combined
Suhsidiary
Parent Guarantor Issuer Guarantors  Eliminations Consolidated

(amounts in thousands)

Total evenue . .....oveeernrineenonn $ — $ — $812315 § — $812.,375

Costs and expenses:
Operaing, selling, general and

administrative .. ................... — 141,880 398,137 — 540,017
Depre :iation, amortization and

accretion ... .. i i — 17,731 238,360 —_— 25¢,091
Corporate expense allocation ........... — {159,611) 159,611 — —

Total costs and expenses .......... — — 736,108 — 79€,108

Operaing income . ................... — — 16,267 — 1€,267
Interest expense, net . ................. (18,313) {47,905)  (11,966) —_ (78,184)
Debt extinguishment costs . ............ (25,777) (11,097} (36,874)
Interest expense allocation ............. 44,090 59,002  (103,092) — —
Loss before income taxes and equity in

und stributed losses of subsidiaries . ... — — {98,791) —_ (98,791)
[nCOM2 tax eXpense .................. — 28 — — 28
Net loss before equity in undistributed

loss :s of subsidiaries .. ............. —_ (28) (98,791) — (98,819)
Equity in undistributed losses of

subsidiaries ........ ... . ... ... ... (98.819) (98,791) —_— 197,610 —
Netlows .o e $(98,819) 3 (98,819) $ (98,791) $197,610  $(98.819)
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TIME WARNER TELECOM INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continued)

TIME WARNER TELECOM INC.

CONDENSED CONSOLIDATING STATEMENT OF OPERATIONS

Year Ended December 31, 2005

Combined
Subsidiary
Parent Guarantor Issuer Guarantors  Eliminations Consolidated
(amounts in thousands)
Total FEVEMUE . oo vt e e eeaes $ — $ — $708727 $§ — $ 708,727
Costs and expenses:
Operating, selling, general and
administrative . . ... ..o i — 138,806 318,763 —_ 457,569
Depreciation, amortization and
ACCIEHON .+ vttt r e e et i ieenn — 22,681 215,499 — 238,180
Corporate expense allocation ........... — (161,487) 161,487 — —
Total costs and expenses .......... — — 695,749 —_ 695,749
Operaling income . ................... — — 12,978 — 12,978
Interest expense, net ... ............... (63,547) (35.341) (8.111) — (106,999)
Debt extinguishment costs .. ........... (13,461) (582) — (14,043)
Interest expense allocation ............. 77,008 35923 (112,931 — —
Loss before income taxes and equity in
undistributed losses of subsidiartes . ... — — {108,064} —_ (108,064)
Income tax expense . ................. — — — — —
Net loss before equity in undistributed
losses of subsidiaries ............... — — (108,064) — (108,064}
Equity in undistributed losses of
subsidiaries ............. ... ... (108,064) (48,459) — 156,523 —
Netloss oo iee e ia s $(108,064)  $ (48,459) $(108,064) 3$156,523  $(108,064)
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TIME WARNER TELECOM INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS-—(Continued)
TIME WARNER TELECOM INC.

CONDENSED CONSOLIDATING STATEMENT OF CASH FLOWS
Year Ended December 31, 2007

(Combined
Subsidiary

Parent Guarantor Issuer Guarantors  Eliminations Consslidated
) {amounts in thousands}
Cash flows from operating activities:
Netloss ... i, $(40.269)  $ (40,269) $ (40,269) § 80,538 § («0,269)
Adjustments to reconcile net loss to net
cash provided by operating activities:
Depreciation, amortization, and
accretion ... — 14,417 265,037 — 279,454
Intercompany change ........... 3,187 {11,195) 38,546  (80,538) —
Investment impairment, deferred
debt issue and other .......... 567 4,764 17 —_ 5,348
Stock based compensation ... ..., —_ — 22,000 — 22,000
Changes in operating assets and
liabilities ... ................ 9,451 25,086  (96,863) — (2,326)
Net cash provided by (used in)
operating activities ....... (27.064) 52,803 238,468 —_ 264,207
Cash flows from investing activities;
(Capital expenditures ................ — (21,579) (236,326) — (257,905)
(ash paid for acquisitions, net of cash
acquired ..., ... i, —_ — 2,580 — 2,580
IPurchases of investments ............ (8,867) (158,106) —_ _— (166,973)
Proceeds from maturities of
investments . .................... 23,967 211,965 — — 235,932
Other investing activities ..........., —_ 3) (2,202) — (2,205)
Net cash provided by (used in)
investing activities ....... 15,100 32,277 (235,948) — (188,571)
Cash flows from financing activities:
Net proceeds from issuance of common
stock upon exercise of stock options
and in connection with the employee
stock purchaseplan............... 31,346 _ — — 31,846
Met costs from issuance of debt ... ..., —_ (850) —_ —_ (850)
Fayment of debt and capital lease
obligations .......... ... ... ... _ (6,378) (276) —_ (5,654)
Net cash (used in) provided by
financing activities ....... 31,846 {7,228) (276) — 24,342
Increase in cash and cash
equivalents ............. 19,882 77,852 2,244 —_ 99,978
Cash and cash equivalents at
beginning of period . . ... .. 681 223,116 (2,244) — 221,553
Cash and cash equivalents at
endof period .. .......... $ 20,563 $ 300968 3§ — — $ 32,531
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TIME WARNER TELECOM INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continued)

TIME WARNER TELECOM INC.
CONDENSED CONSOLIDATING STATEMENT OF CASH FLOWS
Year Ended December 31, 2006

Combined
Subsidiary
Parent Guarantor Issuer Guarantors Eliminations Consolidated

(amounts in thousands)
Cash flows from operating activities:
Netloss ... iiaan. $ (98,819) $ (98,819) $ (98,791) $ 197,610 $ (98,819)
Adjustments to reconcile net loss to net
cash provided by operating activities:
Depreciation, amortization, and
ACCTELON ... .covevrneennn. —_ 17,731 238,360 — 256,091
Intercompany change ........... 46,129 (94,815) 246296 (197.,610) —
Deferred debt issue,
extinguishment costs and

other ........cocoiiiinn, 26,589 13,443 131 — 40,163
Stock-based compensation ... .... — — 13,665 — 13,665
Changes in operating assets and
liabilities . .................. 32,688 149,124  (218,354) — (36,542)
Net cash provided by (used in)
operating activities .. ..... 6,587 (13,336) 181,307 — 174,558
Cash flows from investing activities:
Capital expenditures . ............... — (8,903) (183,3606) — (192,269)
Cash paid for acquisitions, net of cash
acquired . ... oo — (212,416) — — (212,416)
Purchases of investments ............ (39,413) (386,258) —_ — (425,671)
Proceeds from maturities of
INVESIMENES . .0 v e e e e ie v 44 100 484,101 _ — 528,201
Other investing activities ............ — 21 1,211 —_ 1,232
Net cash provided by (used in)
investing activities ....... 4,687 (123,455) (182,155) — (300,923}
Cash flows from financing activities:
Net proceeds from issuance of debt . ... 362,410 595,390 — — 957,800
Retirementof debt ................. (420,252) (443,300) — — (863,552)

Net proceeds from issuance of common
stock upon exercise of stock options
and in connection with the employee

stockpurchaseplan . .............. 46,404 — — — 46,404
Payment of debt and capital lease
obligations ..................... — (2,974) (594) — (3,568)
Net cash (used in) provided by
financing activities ....... (11,438) 149,116 (594) —— 137,084
Increase (decrease) in cash
and cash equivalents . . .. .. (l1e4) 12,325 (1,442) _ 10,719
Cash and cash equivalents at
beginning of year ........ 845 210,791 (802) — 210,834
Cash and cash equivalents at
endofyear ............. 3 681 $223,116 $ (2.244) § — $221553
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—{Continued)

TIME WARNER TELECOM INC.
CONDENSED CONSOLIDATING STATEMENT OIF CASH FLOWS
Year Ended December 31, 2005

Combined
Subsidiary
Parent Guarantor Issuer Guarantors Eliminations Cunsolidated

(amouants in thousands)
Cash flows from operating activities:
Netloss ... $(108,064) 3 (48,459) 5(108,064) § 150,523 $1108,064)
Adjustments to reconcile net loss to net
cash provided by operating activities:
Depreciation, amortization, and

ACCTEHION .. ... .. viiiie — 22,681 215,499 — 238,180
Intercompany change ............... 388,135 (426,610 194,998  (156,523) —
Deferred debt issue, extinguishment

costsandother .................. 15,329 2,957 2 — 18,288
Stock-based compensation . .......... — — 915 915
Changes in operaling assets and

liabilities . ...................... 105,060 28,789  (154,748) — _ (20.899)

Net cash provided by {used in)

operating activities ... .......... 400,460 (420,642) 148,602 — 128,420

Cash flows from investing activities:
Clapital expenditures .................. — (11,463) (149,538) — (.61,001)
Purchases of investments . ............. (51,522) (316,170) (1) — (467,693)

Procecds from maturities of
INVESIMENLS . ... .. crannas 57,000 434,750 — — 491,750
Ciher investing activities .............. — 212 1,477 - 1,689
Net cash provided by (used in)

investing activities ............. 5,478 107,329  (148,062) — (35,255)

Cash flows from financing activities:
Net proceeds from issuance of debt .. .. .. — 394,834 — — 394,834
Ratirementofdebt ................... (409.750) _ —_ — — (409,750)

Nzt proceeds from issuance of common
stock upon exercise of stock options and
in connection with the employee stock

purchaseplan ............ s 4,505 —_ — — 4,505
P: yment of capital lease obligations ..... — (1,391) {381) — (1,972)
Net cash (used in) provided by
financing activities ............. (405,245) 393,443 (5381) — (12,383)
Increase (decrease) in cash and cash .
equivalents ................... 693 80,130 (41) —_ 30,782
Cash and cash equivalents at
beginning of vear .............. 152 130,661 (761) — 130,052
Cash and cash equivalents at end of
VOAT oottt $ 845 $210,791 $  (802) —  $210,834
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TIME WARNER TELECOM INC.

SCHEDULE II — VALUATION AND QUALIFYING ACCOUNTS
Years Ended December 31, 2007, 2006, and 2005

Additions/
Balance at Charges lo Balance at
Beginning of Additions due  Costs and End of

Period to Acquisition Expenses, net Deductions  Period

{amounts in thousands)

For the Year ended December 31, 2007:

Allowance for doubtful accounts receivable ... $13,182 — 5,858 (7,022) $12,018
For the Year ended December 31, 2006:

Allowance for doubtful accounts receivable ... $10,936 4,963 607 {3,324) $13,182
For the Year ended December 31, 2005:

Allowance for doubtful accounts receivable ... $11,415 —_ (137) (322) $10,936
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Agreement and Plan of Merger, by and among Time Warner Telecom Inc., XPD Acquisition, LLC,
Xspedius Communications, LLC, Xspedius Management Co. LLC and Xspedius Holding Corp.,
dated as of July 27, 2006 (filed as Exhibit 2.1 to the Company’s Quarterly Report on Form 10-Q for
the quarter ended June 30, 2006)*

Restated Certificate of Incorporation of the Company (filed as Exhibit 3.1 to Company’s Quarterly
Report on Form 10-Q for the quarter ended June 30, 2007) *

Amended By-laws of Time Warner Telecom Inc. (filed as Exhibit 99.1 to the Company’s Current
Report on Form 8-K dated September 17, 2007).*

Indenture dated as of March 29, 2006 between Time Warner Telecom Inc. and Wells Fargo Bank,
National Association, as trustee. (filed as Exhibit 4.1 to the Company’s Quarterly Report on Form
10-Q for the quarter ended March 31, 2006).*

First Supplement Indenture dated as of March 29, 2006, between Time Warner Telecom Inc. and
Wells Fargo Bank, National Association, as trustee, creating 2.375% Convertible Senior
Debentures due 2026. (filed as Exhibit 4.2 to the Company’s Quarterly Report on Form 10-Q for
the quarter ended March 31, 2006)*

Indenture dated February 9, 2005 between Time Warner Telecom Holdings Inc., Time Warner
Telecom Inc., Subsidiary Guarantors parties thereto and Wells Fargo Bank, National Association,
as Trustee for 9Va% Senior Notes due 2014 (filed as Exhibit 4.7 to the Company’s Annual Report
on Form 10-K for the year ended December 31, 2004)*

Lease between Carr America Real Estate Services LLC and Time Warner Telecom Holdings Inc.
(filed as Exhibit 10.1 to the Company’s Annual Report on Form 10-K for the year ended December
31, 2004)*

Time Warner Telecom Inc. 1998 Stock Option Plan as amended December 8, 1999 (filed as Exhibit
10.4 to the Company’s Registration Statement on Form S-1/A (Registration No. 333-49439)y*

Employment Agreement between the Company and Larissa L. Herda (filed as Exhibit 10.1 to the
Company’s Quarterly Report on Form 10-Q for the quarter ended September 30, 2004)*

Employment Agreement between the Company and Paul B. Jones (filed as Exhibit 10.3 to the
Company's Quarterly Report on Form 10-Q for the quarter ended September 30, 2007).*

Employment Agreement between the Company and Jill R. Stuart (filed as Exhibit 10.5 to the
Company’s Quarterly Report on Form 10-Q for the quarter ended September 30, 2007).*

Employment Agreement between the Company and John T. Blount {filed as Exhibit 10.8 to the
Company's Annual Report on Form 10-K for the year ended December 31, 2005).*

Employment Agreement between the Company and Mark Peters (filed as Exhibit 10.1 to the
Company's Quarterly Report on Form 10-Q for the quarter ended September 30, 2007).*

Change of Contro! Employment Agreement between the Company and Paul B. Jones (filed as
Exhibit 10.4 to the Company’s Quarterly Report on Form 10-Q for the quarter ended September 30,
2007).*
Change of Control Employment Agreement between the Company and Jill R. Stuart (filed as
Exhibit 10.6 to the Company’s Quarterly Report on Form 10-Q for the quarter ended September 30,
2007).*

Change of Control Employment Agreement between the Company and Mark Peters (filed as
Exhibit 10.2 to the Company’s Quarterly Report on Form 10-Q for the quarter ended September 30,
2007).*

Capacity License Agreement (filed as Exhibit 10.3 to Quarterly Report on Form 10-Q for the
quarter ended June 30, 1998)*
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Trade Name License Agreement (filed as Exhibit 10.4 to the Company’s Quarterly Report on
Form 10-Q for the quarter ended June 30, 1998)*

Amendment No. 2 to Trade Name License Agreement with Time Warner Inc. (filed as Exhinit
10.1 to Quarterly Report on Form 10-Q for the quarter ended September 30, 2003)*

Full Service Lease Agreement for Office dated July 31, 2007 between Summit Place 1, LLC and
Time Warner Telecom Holdings Inc.

Amendment No. 14 dated May i, 2007 to Trade Name License Agrecement between Time Warner
Inc. and Time Warner Telecom Inc. (filed as Exhibit 10.1 to the Company’s Quarterly Report on
Form 10-Q for the quarter ended June 30, 2007)*

Lease Agreement dated July 22, 1999 between Parkridge One LLC and Time Warner Telecomn
Holdings Inc. (filed as Exhibit 10.17 to the Company’s Annual Report on Form 10-K for the year
ended December 31, 2004).*

Fifth Amendment to Lease Agreement between CLPF-Parkridge One, L.P. and Time Warner
Telecom Holdings Inc. (filed as Exhibit 10.18 to the Company’s Annual Report on Form 10-K fcr
the year ended December 31, 2004)*

Sixth Amendment to Lease Agreement between CLPF — Parkridge One, L.P. and Time Warner
Telecom Holdings Inc. (filed as Exhibit 10.18.1 to Company’s Annval Report on Form 10-K for
the year ended December 31, 2005).%

Time Warner Telecom Inc. 2000 Employee Stock Plan (filed as Exhibit 4.3 to the Company’s
Registration Statement on Form S-8, Registration No. 333-48084)*

Credit Agreement dated as October 6, 2006 among Time Wamer Telecom Inc., Time Warner
Telecom Holdings Inc., Wachovia Bank, National Association, Lehman Commercial Paper Inc..
and Bank of America, N.A. (filed as Exhibit 99.1 to Company’s Current Report on Form 8-K
dated October 11, 2006).*

Summary of compensation arrangements for independent directors of Time Warner Telecom Inc.
(filed as Exhibit 10.21 to the Company’s Annual Report on Form 10-K for the year ended
December 31, 2006)*

Agreement, as amended between Time Warner Telecom Inc. and AT&T Corp. (filed as Exhibit
10.1 to Quarterly Report on Form 10-Q for the quarter ended June 30, 2005)*

Services Agreement by and among SBC Communications Inc., AT&T Corp., and Time Wamer
Telecom Holdings Inc. (filed as Exhibit 10.2 to Quarterly Report on Form 10-Q for the quarter
ended June 30, 2005)*

Subsidiaries of the registrant
Consent of Independent Registered Public Accounting Firm

Certification of Chief Executive Officer pursuant to Item 601(b)(31) of Regulation S-K, as adopted
pursuant to Section 302 of the Sarbanes-Oxley Act of 2002

Certification of Chief Financial Officer pursuant to Item 601(b)(31} of Regulation $-K, as adopted
pursuant to Section 302 of the Sarbanes-Oxley Act of 2002

Certification of Chief Executive Officer pursuant to 18 U.S.C. Section 1350, as adopted pursuant
to Section 906 of the Sarbanes-Oxley Act of 2002

Certification of Chief Financial Officer pursuant to 18 U.S.C. Section 1350, as adopted pursuant to
Section 906 of the Sarbanes-Oxley Act of 2002

Incorpor.ied by reference.

Managerient contract or compensation plan or arrangement.

Portions of this exhibit have been redacted and filed separately with the Securities and Exchange
Commiszion pursuant to a request for confidential treatment.
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